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it is not unfair that it should come at the death of the ov'ner of 
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that makes the accumulation of private fortunes possible, and 
it is right that society as a whole should share and share pro- 
gressively in this, the larger the estate, the larger the share. 

Death duties are a useful complement to the taxation of income 
although charged on a different basis as a test of ability. It 
extends to assets untouched by the income tax. The estate 
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This ambiguous maxim, “ Tax income if you like but never 
capital : a tax on capital beggars you and checks the accumula- 
tion of capital to a far greater extent than does income tax”, is 
a mistaken belief. It is also a fallacy to say that when taxes 
are paid out of capital a country is living on its capital instead 
of on its income. When inheritance duty is paid it is often 
paid out of the capital of the estate, but the State almost always 
receives resources obtained by the selling of securities or other 
form of property which, but for the tax, would have become 
new capital. Death duties do not destroy existing capital any 
more than income tax does. The persons buymg the estate or 
the securities may have realised other securities to make the 
purchase. There will be merely a redistribution of capital. 
The capital of the country suffers no diminution ; whether the 
State loses revenue or not depends on the final redistribution 
among the different classes of income tax and surtax payers. 
These facts are sometimes overlooked by those who argue that 
there is evaporation of capital consequent on the levy of death 
duties. One of the results of the fallacy of assummg that 
death duties are paid from capital and are not paid out of the 
national income is that death duties should be earmarked for 
capital expenditure in the budget especially for debt redemp- 
tion. There are fallacies underlying this .... 

IV. The Effects of Death Duties on Saving and Enterprise — 

Section 5. Death duties take away from individuals actual 
capital, but the expenditure by the State may add to the power 
of accumulation by its inhabitants even more than the amount 
of capital taken from individuals and, all things considered, as 
compared with other taxes, death duties are only to a small 
extent more damaging to saving. If the Government spends 
the proceeds in paying interest on public debt the tax-paying 
classes benefit considerably from this transfer of capital. If 
the expenditure by Government is wasted the realised savings of 
the nation may be wasted just as if the money had been raised 
by other taxes such as a tax on investment incomes. No 
special disadvantage in this respect rests wnth death duties. 
Death duties do not interfere with the motives for accumulation. 
It is sometimes argued that the existence of a death duty will 
be an incentive to a man to save. There are many counter- 
vailing considerations which make it impossible to generalise 
with accuracy on the ultimate effect of death duties ; but the 
following five conclusions summarise the effect on saving and 
enterprise : (1) Estate duty does not make for saving as much as 
does the income tax or equivalent lump sum taxes assessed annu- 
ally, mainly because it is a deferred tax and dra-wn from the 
largest fortunes ; (2) it is less damaging to enterprise than the 
income tax ; (3) a substituted annual tax on income confined to 
incomes corresponding to the capital on wdiich estate duties are 
paid and brmging in a revenue similar to that on inheritance 
taxation at present in force would be more prejudicial to saving 
and enterprise than the system of death duties ; (4) a tax on 
property at stated intervals in place of at death would have a 
similar effect on saving and enterprise in the long run as a substi- 
tuted tax on income ; and (5) especially in times of depression 
there may be excessive saving and a nation’s savings may be 
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out of all proportion to what they were or ought to be. While 
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debt. On the other hand, it is said that the chances of evasion 
are very great, that it lacks the means of adapting changing 
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that the tax would be costly to collect. On the score of 
practicability it is unworkable. There are variations of this 
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habited houses, etc. ; and the taxation of surplus. 
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Section 1. The history of poll taxes and the question of a 
graduated poU tax in various countries. The main objections 
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to this form of taxation are that they are inconvenient and do 
not take into account the real ability of the taxpayer 

Direct Consumption Taxes — 

Section 2. Direct consumption taxes in some countries 
The Taxation of Surplus — 

Section 3. The taxation of surplus 
The Taxation of Corporations — 

Section 4. Governments confer certain special privileges or 
a franchise on a corporation, and by this the corporation 
possesses certain advantages or privileges. When as a result 
the earnings of the corporation are in excess of a reasonable 
return on the amount invested, and when this excess is not 
attributable to any other cause except its corporate charter, 
it is only just that corporations should be taxed for the addi- 
tional privileges they enjoy. It is advisable to classify the 
taxation of corporations under the taxation of surplus . 

Excess Profits Taxation — 

Section 5. Another class of taxation of surplus is excess 
profits taxation or windfall taxation. Criticism of this tax. 
It has in the past brought considerable revenues to national 
exchequers. In the future fiscal authorities should impose 
taxes of this nature when crrcumstances arise to produce 
abnormal profits. Theoretically the taxation of windfalls 
sliould allow for changes in the price-level, changes in the general 
rate of interest as well as anticipated increments. Experience 
has shown that in future it will be well to neglect the allowance 
for clianges in the price-level, interest, etc., and merely to take 
into the taxation net those increments which are exceptionally 
large ...... . . 


CHAPTER XXV 
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Section 1. The rediscovery of sales taxes has been one of the 
most striking features of post- War fiscal policy as it has been 
highly successful from the standpoint of revenue. Definition 
of a sales or turnover tax. Sales taxes in various countries 

Scope of the Tax — 

Section 2. The tax may be general as in France or Germany. 
Retail transactions may be excluded as in Belgium. It may be, 
on the other hand, confined to retail transactions. It may be 
imposed on the producer or manufacturer or on classified 
industries and commerce only. It may be levied on nearly all 
goods and services as in Germany. It may exempt certain 
sales as in France. The tax is not so difficult to collect or to 
evade as is sometimes imagined owing to the keeping of books 
even by small traders, and where books are not kept an esti- 
mated tax is workable. National sales taxes are collected 
usually through the ordinary administrative machinery. The 
greatest indictment against the sales tax is its encouragement 
of the integration of industry and its influence in changing 
methods of business. Another criticism against the tax is that 
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it ma}" discriminate to the disadvantage of the poor because it is 
shifted and becomes a tax on expenditures. Luxury taxes are 
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Export duties ivere frequently levied on the assumption that 
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imposed in order to prevent exports. Export duties for revenue 
purposes should be sparingly used and imposed to a moderate 
degree, and only on those articles in whicli the taxing country 
possesses a monopoly or quasi-monopoly. Import duties are 
increasingly popular. The advantages to home industry, 
coupled with the convenience and productiveness of the tax 
tend to make import duties more and more prominent in 
customs sjistems. A tax on imports may fall on the consumer 
in the taxing country wdien the foreign producer has alternative 
markets. It is not possible to gain a large revenue from customs 
duties and at the same time to have protection. “ Taxes ”, 
says Adam Smith, “ proposed with a view to prevent, or even 
to diminish, importation are evidently as destructive of the 
revenue of the customs as of the freedom of trade ” . 
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industrial countries of the world. Customs revenue is, with 
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simple. There is little scope for fraud and evasion as is the case 
with ad valorem duties, the great draw^back of which is the diffi- 
culty of accurate valuation and this throws a great strain on the 
appraising staff. Specific duties are defective in that they are 


ix 

PAGES 


610-616 


616-619 


620-651 


620-626 


626-627 



THE SCIENCE OF PUBLIC FINANCE 

PAGES 

regressive in character since they constitute a heavy burden 
upon the less valuable goods than upon the more valuable goods 
of the same class ..... . 627-630 

Miscellaneous Inunctions — 

Section 4. IMiscellaneous functions of the customs authorities 
include the prevention of the importation of certain articles, 
the prevention of irregular importation or exportation of certain 
goods, the preparation of statistics, the collection of revenue 
and, as in Great Britain, work connected with the enrolment 
and payment of men for the Royal Naval Reserve, the investiga- 
tion of claims to exemption from National Health Insurance in 
certain cases, and also the administration of the Old Age 
Pensions Acts in Northern Ireland .... 630-631 

Customs Duties in England — 

Section 5. The history of customs duties in England, witli 
special reference to the passing of laissez-Jai) e after the Great 
War 631-636 

The Dominions — 

Section 6. The history of customs duties m the Dominions . 636-641 

India — 

Section 7. The history of customs duties m India : (1) Up to 
the year 1861 ; (2) the free trade period 1862 to the beginning of 
the War (1915) ; (3) the War and post-Armisticc period (19i6- 
1921) ; and (4) the period beginning 1922, the year in which the 
Indian Fiscal Commission reported, up to the present time . 641-645 

Other Countries — 

Section 8. Customs duties in other countries such as France, 

Germany, Italy, the United States, and Japan . . . 645-649 

Conclusion — 

Section 9. A highly protective tariff cannot be looked to as a 
bountiful source of revenue, and the practical statesman has to 
balance the merits of a protective duty as a revenue yielder and 
the merits or demerits of the duty in keeping out the foreign 
producer. He has to consider the nature of imports from 
abroad and the elasticity of demand for his country’s exports 
abroad, and whether the foreign customer is bound to purchase 
goods or whether other sources of supply are available to him. 

It is for this reason that the British position of taxing the 
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burden of the tax, and sometimes the total or sacrifice burden in 
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received considerable importance in the present century, and 
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out both in regard to direct taxes and indirect taxes 
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undertakings. To the former belong lands and forests and to 
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the sphere of state banking. Non-tax revenue varies from a 
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CHAPTER XXIII 


DEATH DUTIES OR INHERITANCE TAXES 

Death Duties as a Source of Direct Taxation 

1. “ The fashion of this world passeth away”, wrote the greatest of 
the Christian apostles, and the truth of this is clearly seen in the 
change of fashion in regard to taxation at the end of the nine- 
teenth century. States were discovering or rediscovering new 
sources of revenue, and among these was the second great source 
of direct taxation — death duties. The number of national govern- 
ments which levy an inheritance tax on the occasion of the transfer 
of property on the death of the owner has greatly increased in the 
present century, and to-day there are about thirty countries levy- 
ing a tax on the estate as a whole, on respective shares of the 
beneficiaries, or on both. In federal constitutions, too, the tax 
has been popular among the Units, as, for example, in the United 
States, especially since the New York inheritance tax law of 1885 
proved successful. The idea was growing that the collection of 
a tax on the transfer of property from the dead to the living on 
systematic lines was a means of obtaining a fairly large and 
regular amount of revenue with the minimum of inconvenience.^ 

^ See (1) The Taxation of Inheritance^ W. J. Shultz, New York (Houghton, 
Mifflen Company), 1920. (2) The Inheritance Tax — a Historical and Economic 

Gom'parison between the various Gomitries, Max West, New York, Columbia 
University Egress (2nd edition, 1908). This includes all the important 
countries, the Dominions, and the States of the American Union. (3) Die 
Besteuerimg der Erbschaflen in den wichtigeren europdischen Staaten, mit be- 
sonderer liiicksichi auf die schweizerische Einanzreform, E. Grossman, Berne 
(Max Dicchsel), 1917. (4) Taxation of Gapital, Soward and Willan, London, 

Waterlow & Sons, Ltd., 1919. (Contains on pp. 75-81, bibliography of English 
works, also many footnotes and useful references to Dominion and foreign 
laws, etc.) (5) Report of the Committee on National Debt and Taxation, 
London, Cmd. 2800-1927. (6) Essays in Taxation, Seligman, New York. 

(7) Handwor ter bach der Staatsivissejischaften, vol. hi. Erbschaftssteuer (G. Schanz), 
Jena, 1928. 
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It is an occasional tax on property on the death of the owner, 
i.e. levied on an average once in a generation. The tax is found 
in almost every democratic state as a permanent feature of its 
revenue system and hardly requires any theoretical justification 
either from a fiscal or a social point of view. In short, it is a 
universal fiscal instrument. The reforms in Great Britain fifty 
years ago have borne much fruit in this respect : In the United 
States, especially since the ’eighties of the last century, this form 
of taxation has become so popular that to-day in forty-seven out 
of forty-eight states of the Union there are inheritance taxes in 
addition to a Federal tax. In 1916 the Federal Government 
adopted an estate duty on the estates of resident and non-resident 
decedents graduated from 1 to 45 per cent with credits for state 
inheritance taxes paid, not exceeding 80 per cent of the Federal 
tax and with limitations for gift taxes paid if such gifts were 
included in the gross estate. The eSect of the credit given under 
the Federal estate duty has been to do away entirely with the 
burden of state inheritance taxes on states where the rates of the 
state taxes were below the credit of 80 per cent allowed under 
the Federal tax and also to increase the number of states levying 
death duties. The states themselves have increased their taxes 
in order to take advantage of the maximum credit of the Federal 
estate duty. This has also had the efiect of changing the nature 
of the tax in the case of many states from a mere tax on bene- 
ficiaries to a tax on the whole estate of decedents. Nevada is 
now the only state without an inheritance duty. The Federal 
state tax is graduated from 1 to 45 per cent in accordance with 
the Ee venue Act of 1932. Because of the larger credit allowance 
to cover the state inheritance taxes and because of the large 
exemption limit (viz. $100,000) the receipts were not more than 
3 per cent of the total taxed Federal revenue for 1931-32, while 
state governments in the same period obtained about 9 per cent 
of their total taxed revenue from this source. In the self-govern- 
ing Dominions of Australia, New Zealand, Canada, and South 
Africa ; in Crown Colonies, such as Ceylon, the Straits Settle- 
ments, Hong Kong, the Bahamas, the Barbados, Trinidad and 
Tobago, Jamaica, the Leeward Islands, British Guiana, the 
Falkland Islands, Fiji and Sierra Leone ; in other countries such 
as France, Germany, Holland, Switzerland, Belgium, Italy, 
Austria, Czechoslovakia, Spain, Norway, Sweden, Denmark, 
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Chile, Argentina, and Japan there are death duties. Of these 
Great Britain, the United States, France, Austria, Poland, Fin- 
land, Danzig, Chile, and the Dominions of Australia, New Zea- 
land and South Africa have both estate and succession duties. 
The remainder mainly succession taxes only. India alone of the 
chief countries of the world does not possess this source of revenue, 
although it is probable that in the not distant future such taxes 
must be imposed, as the needs of Provincial Governments for 
nation-building activities, especially education, are so great. 

While the development of death duties or inheritance taxes 
in recent years is remarkable, it should be remembered that 
taxation of this kind is in reality very old. In Egypt as early 
as 700 B.c. there was a 10 per cent tax on the transfer of 
property by inheritance, and the tax according to a papyrus 
circa 117 B.c. applied to both real and personal property, and 
no one, not even sons inheriting directly from their father, was 
exempt from the tax. The Greeks are said to have adopted this 
form of taxation from the Egyptians. Augustus levied in 6 a.d. 
a 5 per cent tax, the vicesima hereditatium et legatorum, for the 
payment of the army on those whom he could not reach by the 
tnbutum or the ordinary property tax, the property tax being 
leviable only in the provinces. In feudal times estates reverted 
to the King when there were no rightful heirs, and by the end of 
the fourteenth century inheritance taxation was to be found in 
German and Italian cities of commercial importance. In the 
seventeenth century it was to be found in England, France, 
Spain, Portugal, and in Holland. North introduced, doubtless 
from Holland, a stamp duty upon any receipt for any legacy or 
share or residue of the personal property of a deceased person, a 
duty increased by Pitt in 1789. In 1796 the property itself was 
charged, and a tax was imposed on collateral successions at 
difierent rates. Successions to land, however, were not taxed 
till fifty-seven years later. To-day, the estate duty is supple- 
mented by a succession duty on immovable property and by a 
legacy duty on movable property, both taxes being graduated 
according to the degree of relationship of the beneficiary with the 
deceased. As early as 1826 there was an inheritance tax in 
Pennsylvania. The French inheritance tax dates from 1796 and 
from 1901 it was progressive. The rate varies according to the 
total estate whether the decedent is survived by children or no 
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cliildren, and there are nine classes of heirs with progressive rates 
of taxation for each. This involves a rate discrimination as in 
some other European countries, favouring decedents or bene- 
ficiaries with large families. Such rates difierentiation can hardly 
be justified in the case of the estates of the decedents, although it 
can in the case of beneficiaries with large families be justified, as 
large families do reduce the tax-paying ability of the beneficiary. 
The Itahan law has six classes and was modelled on the French 
law in 1862. It became progressive in 1902. In recent years the 
rates of almost all countries have been greatly increased, especially 
those on the highest incomes in France, where the combined 
maximum rate of state and inheritance taxes are limited by law 
to 80 per cent. 


General Principles 
1. Introductory 

2. To tax progressively real and personal property on the death 
of its owner or owners,^ and also on its acquisition by benefici- 
aries, exempting to some degree immediate dependants, and 
increasing the rates in collateral inheritances or bequests to 
strangers, is sound in theory and in practice. It forms part of 
any well-arranged scheme of public finance and is usually 
classified under two categories, an estate tax levied on the 
inheritance as a whole, and a succession duty or share tax on 
the separate portions going to the different beneficiaries. Both 
classes of taxation have their peculiar characteristics. The estate 
duty or tax is a more productive and efficient source of revenue 
than the inheritance tax, while the inheritance tax, on the other 
hand, may be said to be the more equitable. The estate tax is 
easy to administer, the amount of the tax can be readily calculated 
and it is a productive tax. It is also held that evasion is less easy 
under an estate tax than under a succession or inheritance tax, 
where collusion may take place on the part of the executors of the 
beneficiaries regarding the relationship of the decedents and the 
beneficiaries in order that a lower tax rate may be levied. An 
estate duty, however, may also provide for discrimination in 
regard to relationship, and if this were so, would be subject in 
this respect to some degree of evasion. The mere fact that the 

^ See paragraph. 9 on the taxation of the joint Hindu family. 



CH. xxm DEATH DUTIES OE INHEEITANCE TAXES 525 

higlier the value of the estate the higher the rate of duty leads 
to much higher returns of duty in the upper reaches of estate 
valuations than would be possible under the inheritance taxes 
where the estate is broken up before reaching the beneficiary. In 
the latter the rate of duty is fixed according to relationship and 
the amount of legacy, the tax therefore depending on the relation- 
ship and the size of the income. In favour of succession or inherit- 
ance taxes it may also be argued that there is a greater degree of 
abstract justice. This, however, may be subject to question. It 
is advantageous to have both forms of taxation. Thus in Great 
Britain there are both the Estate Duty and the Legacy and 
Succession duties. In the States of New A"ork and Massachusetts 
both types are found, while in most other states a share or 
succession tax is in existence. The Eederal Government con- 
fines itself to the estate duty and a gift tax. The theory under- 
lying the estate duty is the idea of bequest and social privilege, 
while the idea of windfall or accidental income accruing to the 
individual, who therefore must be expected to pay, underlies the 
succession or share duties. In Adam Smith’s words, this taxation 
is perfectly clear and certain ”, and the time of payment 
sufficiently convenient”. It is also productive and cheap to 
collect. The tax is usually graduated in three ways. The 
amount may vary with the value of the estate to be transferred. 
This is so in the case of estate duty, which in Great Britain varies 
from 1 to as much as 50 per cent. The Federal tax in the United 
States is imposed on this basis. The tax may also vary according 
to the relationship of the beneficiaries to the deceased, the highest 
rate of tax falling on distant heirs. Legacy and succession duties 
in Great Britain and elsewhere vary according to consanguinity. 
Thirdly, the tax may also, as in France, Germany, Italy, Spain, and 
most other countries, vary with the amount inherited by each 
individual heir. This discriminates against leaving large sums to 
one or two persons only, and tends to prevent the accumulation of 
property among a few people. It is therefore eminently reason- 
able, and it is probably on this account that this third form of 
taxing is popular with the Commonwealth Governments of the 
United States. Lord Eandolph Churchill, had he not impetuously 
sent in his resignation in 1886 as Chancellor of the Exchequer 
when he regarded himself as indispensable, would have imposed 
a graduated duty according to the total benefit received by each 
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individual and not according to tEe value of tEe wEole estate 
before distribution^ 


IL The Equity of Death Duties 

3. TEe State protects tEe property of tEe individual, and it is 
not unfair tEat it sEouId come in at tEe deatE of tEe owner of tEe 
property and take a sEare in tEe form of taxation before it is 
passed on to tEe beneficiaries. As Gladstone well put it : TEe 
carrying property in perfect security over tEe great barrier wEicE 
deatE places between man and man is perhaps tEe very EigEest 
acEievement, tEe most signal proof of tEe power of civilised 
institutions . . . and an instance so capital of tEe great benefit 
conferred by law and civil institutions upon mankind, and of tEe 
immense enlargement that comes to natural liberty tErougE tEe 
medium of tEe law, that I conceive notEing more rational than 
that, if taxes are to be raised at all, tEe State shall be at liberty 
to step in and take from him who is thenceforward to enjoy the 
whole in security that portion which may be bona fide necessary 
for the public purpose TEe curtailment of the right of bequest 
in this respect on the part of the State is just. Bequest is a 
creation of the law modifiable by the State at will. Moreover, 
it is the existence of the State that makes the accumulation of 
private fortunes possible, and it is right that society as a whole 
should share and share progressively in this, the larger the estate 
the larger the share. 

Apart altogether from social obligation there is the justifica- 
tion on the score of abihty, whether regarded from the point of 
view of the owner of the property or his successors who enjoy 
an addition to then wealth by the accident of inheritance. 
Inheritance taxation may, therefore, be justified as a tax on 
accidental income as well as a payment for the privilege of 
inheritance which the State confers on its citizens. It is justified 
on these grounds. Other writers justify inheritance taxation on 
the ground that the deceased has no further use for his property 

^ Churchill also proposed to treat real and personal property alike, and to 
abandon the various rates according to consanguinity. See Lord Randolph 
Churchill, by Winston S. Churchill, vol. ii. chap. xv. 

- Hansard, vol. cxxvii. p. 267, “ Speech on Succession Duties ”, 12th May 
1853. Cf. Sir William Harcourt Budget Speech, 1894, Pari. Deb. vol, xxiii. 
p. 489. 
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and the heirs enjoy an unearned windfall. On this ground there 
is really no sacrifice and therefore such taxation is just. Others 
regard inheritance taxation merely as on increments of income and, 
therefore, subject to ability and sacrifice doctrines which apply 
to income tax. Others again regard the State as a silent partner 
in the accumulation of fortunes and, therefore, entitled to a 
partnership share. While others again regard it as a means of 
reducing large fortunes and thereby reducing inequality in wealth 
distribution. Death duties are a useful complement to the taxa- 
tion of income although charged on a different basis as a test of 
ability, viz, capital, and when taken with income tax they afford 
a better index of ability than the income tax by itself. The estate 
duty extends to assets untouched by the income tax, as, for ex- 
ample, pictures, furniture, jewellery and other goods not pro- 
ducing a money income, and also to increases in wealth from the 
unearned increment in land and capital transactions. It adjusts 
the unfairness of an income tax where the nature of income 
cannot be adjusted to any great degree as where A, B, and C 
each have the same income, say £10,000, from earnings, specu- 
lative shares, and gilt-edged securities respectively. Both B and 
C are better off than A, and C than either A or B, but all pay 
the same amount of income tax in Great Britain except that A 
gets the earned income relief. The lower taxation, for example, 
on the value of B’s capital at death tends to adjust the inequality 
between B and C and indirectly between A and C. Tax exempt 
securities or bonds, especially common in the United States, 
escape taxation under income tax, but do not do so under 
inheritance taxation. Thus, with this form of taxation, equality 
is secured to a greater degree than otherwise would have been 
possible. The estate tax in most countries is light in the lower 
ranges of capital value but in the higher ranges is so heavy in 
some countries as to lead to evasion by gifts inter vivos or by 
the formation of companies by landowners to escape death 
duties.^ The following table shows the burden clearly in the 
case of Great Britain. It gives the net annual payment required 
to meet the estate duty in the case of a married man, aged forty- 

^ In Great Britain gifts inter vivos are subject to death duties if made 
within three years of death. The avoidance through the formation of a company 
leaving the testator in control of the property has now been provided for by 
legislation. A land company can be taxed in certain circumstances on the 
death of the transferror of the property. 
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five, witli three children, deriving the whole of his income from 
investments. The figures in brackets are the results if half the 
income is earned and half investment income. It is assumed 
that an individual assures for such an amount that after pajonent 
of death duties his original capital remains intact. It is also 
assumed that the value of the estate remains the same and the 
rates of estate duty do not alter. 


Total 

Income. 

Equivalent 

Capital. 

Income Tax. 

Year 1930-31. 

Surtax. 

Xet Insurance 
Payment to 
provide for 
Estate Duty. 

Total. 

£ 

£ 

£ 

£ 

£ 

£ 

5,000 

100,000 

1,007 

306 

819 

2,132 


(50,000) 

(951) 

(306) 

(274) 

(1,531) 

10,000 

200,000 

2,132 

1,381 

2,322 

5,835 


(100,000) 

(2,076) 

(1,381) 

(812) 

(4,269) 

25,000 

500.000 

5,507 

5,681 

8,583 

19,771 


(250,000) 

(5,451) 

(5,881) 

(3,012) 

(14,344) 

50,000 

1,000,000 

11,132 

14,506 

25,349 

50,987 

1 

(500,000) 

(11,076) 

(14,506) 

(8,167) 

(33,749) 


The cost of income tax, surtax, and insurance against death 
duties in the case of an income of £50,000 from investments 
actually exceeds the income by nearly £1000 a year. Before the 
War the cost would have been £9268. If half the income were 
earned and half investment the amount payable on £50,000 
would have been £33,749 as against £6092 pre-War. It seems 
advisable, as suggested by the Committee on National Debt 
and Taxation, to have more even progression in the estate duty 
than that which now obtains, and this should be done rather by 
lowering the scale on the highest ranges than by raising it in the 
case of estates below this. It is right that with an increase in 
wealth as with an increase in income there should be progression, 
as there is diminishing utility of wealth with the increase of wealth 
just as there is diminishing utility in the increase of income. 
The estate duty takes as a rule no account of the ability of the 
successor or successors, and in this respect is open to criticism 
from the viewpoint of equity, although it may be argued that 
the estate tax is related to the testator and not to the inheritor. 
Similarly it takes no account of the number of the beneficiaries. 
An estate passing to several sons pays, in Great Britain, the same 
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as an estate passing to one son, as does, too, an estate passing 
to a poor man and to a very rich man. The rates of duty are 
sometimes held to he confiscatory, except in special cases of 
landed property or of quick successions or under the Rignano 
scheme analysed below. A large agricultural property is not 
likely to retain its character as a single estate for many genera- 
tions, unless the successive owners have a considerable amount 
of personal property as well. On the other hand, in the case of a 
property not consisting wholly or mainly of land it would take 
many generations to “ destroy ” a property, even if, contrary 
to the usual association of age with wealth, the capital value of 
the property between the series of deaths be taken as remaining 
constant : for, as the estate is diminished, the rate of duty 
applicable to it also diminishes. The history of an estate depends, 
in reality, on a great many factors, including, e.g., the number, 
character, and ability of a testator’s children. If the general 
factors make for dissipation of the estate, the estate duty will, 
of course, assist in the process. But its part, under the present 
scheme of graduation, can only be very limited.^ In a large 
agricultural estate the expenditure required is very large in com- 
parison with the money yield, and high taxation results in the 
breaking up of estates and lessened employment in rural areas. 
The cause, however, has not been excessive taxation alone, or 
even mainly excessive taxation, but the high level of the owner’s 
expenditure. In recent years, in regard to agricultural land, 
agricultural owners have not been able to save out of income to 
pay death duties as have others in other walks of life with equal 
wealth. Large agricultural estates are in England and several 
other European countries no longer an economic proposition, 
and in consequence have to be broken up. The Board of Inland 
Revenue in Great Britain analysed the statistics of estates over 
£15,000 for the first half of 1921 and found that about 2 per cent 
contained 50 per cent of agricultural land, about 4 per cent from 
20 to 50 per cent, and concluded that the number of cases where 
payment was specially difficult was comparatively small. In 
the British system of death duties agricultural property was 

^ If the present rates of British estate duty are applied to an estate of 
£25,000 it will take fourteen generations before it falls below £10,000 and 
thirty generations before it reaches £5000, assuming that the estate passes to 
a single heir and no provision for estate duty is made out of income. See also 
page 530. 
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exempted from the increases in estate duty generally, and eight 
years are allowed for payment of duty. A writer in The Times ^ 
cited his own case of an inheritance of 30,000 acres of agricultural 
land for which death duties amounted to £200,000. Owing to 
taxes and rates this estate yielded no income to the proprietor. 
He was faced either with borrowing on mortgage or with selling 
a portion of his estate for what it would fetch. In the former 
case, he said that he would have to pay interest with moneys 
which wmuld otherwise have been used to keep the land in good 
condition ; in the second, he would require his tenants to buy 
the land, and their resources were as meagre as his own. In 
either case the capital required to maintain the land, buildings, 
and stock in proper condition was withdrawn, and, in his opinion, 
this dehberate shifting of the burden of taxation on to the 
shoulders of the few was harmful in itself ; it was also so because 
the proceeds were squandered on pensions and the dole. do 
not ”, he said, write this letter in any way in opposition to 
death duties as such. On the contrary, I consider death duties 
to be a very fair kind of tax, so far as the individual inheritor 
is concerned. Nor do I wuite this letter in the interest of land- 
lordism. I write it because what is wrong is not death duties 
but the way in which the proceeds of the death duties are used 
to-day. It is simply suicidal to go on taking capital “ out of 
the countryside and spending it for current revenue purposes, 
mostly in the towns.” Special hardship is sometimes caused to 
agricultural landowners, and in a few cases the damage may be 
large. At the same time it would take, at the present rates of 
estate duty in Great Britain and on the assumption that the 
estate were to pass once in thirty years, 150 years to reduce an 
estate from £2,500,000 to below £300,000. It has been esti- 
mated that out of 6000 estates exceeding £10,000 which pass 
annually about 3 per cent only pass again within the next five 
years, and in the case of land or a business other than a com- 
pany some relief is given when the property passes a second 
time in five years. Five per cent may pass within the next 
five years and 7 or 8 per cent in the following five, or only 15 
or 16 per cent may pass a second time within 15 years. Quick 
successions are often due to the first of the two persons having 

^ London issue of 1st May 1930. 

^ See § III. below on the Taxation of Capital Fallacy. 



CH. XXIII DEATH DUTIES OR INHERITANCE TAXES 531 

enjoyed the estate for an unusually long period, and thus the 
estate was free from duty for a long term of years. Against the 
repetition of the burden within five years or a similarly short 
period must be set the likelihood of a long or fairly long spell 
of immunity. Death duties are said to have a disadvantageous 
effect on the private business man, especially in times of high 
taxation. Duties are not, of course, levied on the public limited 
liability company but only on the estate of the testator. It is, 
therefore, the private firm or company financed by a single person 
or one or two persons that is affected. A correspondent of The 
Times, the owner of a private limited company owned practically 
by himself and his family, pointed out that his business had 
increased year by year and there was almost no unemployment, 
indeed the reverse. Whereas before the Budget (of 1930-31) I 
had to look forward to an estate duty of £196,000, under the new 
conditions on the same estate that tax will now be £56,000 more, 
or £252,000. If our business continues its present progress for 
the next five years and makes an additional average annual 
profit of £30,000, my estate would, at the end of that time and 
on the same basis of valuation, be involved in additional estate 
duty of £148,000, even though the total increased profit, after 
income tax, had only left me £116,500. This means that, by 
forging ahead, adding new plant and giving large additional 
employment, my estate would in the event of my death at the 
end of five years be the poorer by £31,500, apart from the sums 
I should have to pay in surtax. It will take a very heroic spirit 
to continue pioneering under these conditions. Instead of my 
allowing things to go ahead as they have done, I must now 
' reverse ’ and withdraw from the business much more than the 
estate duty, as surtax has also to be paid on the amounts with- 
drawn to meet the tax collector. Is there not here a key that 
may explain much of our unemployment ? Is it not reaUy a 
blind and vicious circle to drag vast sums of money from their 
natural places of use and employment, making people idle, and 
then needing more and more to give them because they are 
idle ? This will always happen so long as capital is taken from 
industry to the extent prevailing in the modern method of 
taxation. We can only get salvation from a drastic cut in our 
national expenditure.” ^ It is difficult to generalise from the 
^ London issue of 3rd May 1930. 
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particular regarding the eEect of death duties on private 
businesses. In industrial countries, however, the great concerns 
are mainly public companies which are not directly affected by 
death duties, and private businesses, as investigation shows, are 
not much affected by such duties. It would be difficult indeed 
to find a method of raising money less distuihing to industry than 
death duties. It depends to a great extent on the number of 
estates falling in where there are not enough free assets outside 
the business to provide for payment of death duties, and a 
statistical inquiry similar to that conducted by the Board of 
Inland He venue in the case of Great Britain would have to be 
undertaken.^ The inquiry was to ascertain the validity of a 
criticism that death duties fall with particular severity upon the 
estates of those in private business, and that in large estates of 
this class the duties were paid by raising bank loans which 
crippled the future development of the business. The Board 
made a very detailed analysis of all estates exceeding £10,000 
net capital value and including trade assets which came before 
it between January 1 and March 31, 1922. The results are set 
out in 23 statistical tables which show that during the period 
taken 1342 estates of a value exceeding £10,000 came under 
notice, and in 373 cases, or 27-8 per cent, the estates had trade 
assets. The net capital value of all estates in the sample was 
£54 millions, and that of the estates which included trade assets 
amounted to £22 millions or 41 per cent of the total. In 308 
cases out of 373 the net trade assets were less than half the net 
estate. In the remaining 65 only 3 had their net non-trade 
assets less than the duty on the whole estate, or 0-8 per cent. If 
all estate debts were regarded as a charge on the non-trade 
assets in only 12 cases, or only 3-2 per cent, was the net amount 
of those assets insufficient to meet the duty on the whole estate? 
In only 24 out of the 373 cases in the sample were the cash and 
liquid assets (excluding realty and leasehold property) insufficient 
to meet the estate duty payable. In short, in an exceedingly 
small number of cases did the estate duty entrench upon the 
trade assets, and the Board concluded that The most laborious 
statistical examination of a problem of this description cannot 
pretend to give a full picture of the real measure of hardship 

^ Appeadix xx. to the Report of the Committee on National Debt and 
Taxation, 1927 — “ Estate Duty v. Private Businesses 
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in cases where hardship occurs. Nor in the infinite variety of 
human circumstances can such an investigation take account of 
the close interrelations which must often exist between the em- 
ployment of the various assets comprising one man's resources. 
It has been necessary in this investigation to draw distinctions 
between trade and private assets, and in individual cases this 
hard and fast line may obscure and distort the true facts Avhen 
viewed as a whole. Such defects are unavoidable. But making 
every consideration for abnormalities of this kind, it is suggested 
that, viewed broadly, the burden of the estate duty does not 
appear to be a major factor tending towards the disintegration 
of private businesses, whether carried on by sole or partnership 
traders, or through the medium of a private joint stock company. ’’ 

The estate duty or tax is inequitable as between comparable 
estates when deaths occur more frequently in one than in another. 
Adam Smith was the first to indicate this. '' Such taxes, even 
when they are proportioned to the value of the property trans- 
ferred, are still unequal ; the frequency of transference not being 
always equal in property of equal value.” ^ The British system 
of death duties recognises this wdien it allows some relief in the 
case of land or a business other than a company where the 
estate passes a second time within five years. This will tend to 
inequality among individuals. The estate duty is levied at a 
fixed and arbitrary point of time. Much, therefore, may depend 
on the date of the testator’s death. Thus when the estate is 
hable for duty the prices of securities may have fallen con- 
siderably, and the value of the estate may in consequence be 
afiected. In 1933-34: the gross capital value of estates paying 
duty in Great Britain was £562 millions as against £409 millions 
in 1920-21, and a considerable portion of this was due to the 
increased value in securities. Again, changes in the rates of duty 
tend to add further inequalities as fortunes accumulated in the 
same period will pay different rates according to the death of the 
testator. Thus British estate duty rates levied on the various 
grades of estate very nearly doubled, and in some cases did 
double, between 1919 and 1925. Again, over a period two estates 
of the same value may have been built up in a very different 
manner. The income from one may have grown rapidly in the 
years before the testator’s death and so the capital value of the 
^ Wealth of Nations, Bk. V. ch. ii. Appendix. (Camian edit,, vol. ii. p. 347.) 
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estate, while in the other the reverse is the case. The estate 
duty does not make allowance as an income tax for the difference 
of ability over this period. The estate which accumulated only 
gradually would not pay the same income tax as the other which 
grew rapidly in value. Yet on the death of both owners leaving 
the same fortune the estate would be the same and the difference 
of abihty to pay in the interval would be neglected. No account 
is taken in succession duties in some countries, France being a 
notable exception, of the wealth of the beneficiary at the time 
the legacy is received. In the British system these succession 
duties are but a minor part of the taxation of inheritance. They 
differentiate to some extent the total burden of death duties by 
the principle of consanguinity which, however, may be capable 
of future development. The succession taxes in Great Britain, 
though graduated with reference to relationship, are not gradu- 
ated with reference to the amount received, and in this respect 
are, from the point of view of ability to pay or of progression, 
among inheritors less satisfactory than those where at least 
some amount of graduation has been introduced. A single 
inheritance tax, graduated at a rate by reference to the amount 
received or in addition or as an alternative with reference 
to the total wealth of each beneficiary, has sometimes been 
suggested, whether the inheritance is under a will, intestacy, 
or settlement. It is, however, desirable on principle to have 
both categories of death duties in operation as far as possible, 
an estate tax and also a share or succession tax. The double 
system has come to stay. A single inheritance tax in Great 
Britain, for example, according to the Kevenue authorities, 
would lack the productiveness, the cheapness of collection, and 
the balance of the double system. Drastic provisions would have 
to be made against evasion. It appears to be practicable if 
the tax were graduated according to the benefit received. If the 
tax were graduated by reference to the total wealth of the 
beneficiary this would be more difficult to work as it would involve 
considerable administrative difficulties. The greater the number 
of graduations of the rate, the more accurately would the wealth 
of the beneficiary have to be calculated, and there appears to be 
ground for beheving that there would be delay in payment of the 
tax unless the executors paid the tax at the full rate of duty and 
subsequently claimed a rebate when the total wealth was declared. 
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III. The Taxation of Capital Fallacy. 

4. One of tke commonest fallacies in the whole field of public 
finance, a fallacy so general that, in Bacon’s phrase, it has 
become an idol of the market place, is that a tax on capital is 
bad in principle. It is sometimes stated as a maxim to be fol- 
lowed, indeed a very ambiguous maxim, “ tax income if you 
hke but never capital : a tax on capital beggars you and checks 
the accumulation of capital to a far greater extent than does 
income tax Another form of the fallacy is that when taxes 
are paid out of capital a country is living on its capital instead 
of on its income. This mistaken belief can be traced to the 
classical Economists of the earlier part of last century. While 
pointing out that ''All taxes upon the transference of property 
of every kind, so far as they diminish the capital value of that 
property, tend to diminish the funds destined for the mainten- 
ance of productive labour ” and " are all more or less unthrifty 
taxes that increase the revenue of the sovereign which seldom 
maintains any but unproductive labourers, at the expense of the 
capital of the people, which maintains none but productive ”, 
and also that these taxes violate his canon of equality when “the 
frequency of transference not being always equal in property of 
equal value ”, Adam Smith did not go so far as Eicardo in 
condemning such taxation. Adam Smith much overstates, indeed , 
the case that inheritance taxation diminishes the funds destined 
for the maintenance of labour. The heir, however, in Adam 
Smith’s view, was generally well able to pay the tax at the time 
when it was levied. The taxes “ are in no respect arbitrary, but 
are or may be in all cases perfectly clear and certain. . . . They 
are levied at very little expense, and in general subject the con- 
tributors to no other inconvenience besides always the un- 
avoidable one of paying the tax.” He suggested to Lord North 
the progression of the probate duty with the size of the estate. 
This came into effect in 1779, three years after the publication 
of The Wealth of Nations?- Eicardo,^ individualistic in outlook, 

^ Bk. V. ch.. ii. pt. ii. appendix to articles 1 and 2. (Cannan edit., vol. ii. 
p. 347.) 

“ Cf. Ricardo’s Principles of Political Economy and Taxation, ch. viii. : 
“ Ror the general prosperity, there cannot be too much facility given to the 
conveyance and exchange of all kinds of property, as it is by such means that 
capital of every species is likely to find its way into the hands of those who will 
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condemned the taxation of capital without considering carefully 
the sources from which the tax was paid and the effect on the 
body of taxpayers and the State as a whole. Even Marshall 
failed to free himself from nineteenth-century orthodoxy when 
he wrote that “ The old objection to taxes on inheritances that 
they are paid out of capital seems to me to have great force still 
Henry Sidgwick, however, whose “ natural bent in the words 
of Bryce, was to distrust all that was obvious and to discover 
flaws in every accepted doctrine ”, pointed out that the drawback 
to death duties “ is not likely to be at all equal in proportion 
to the similar effect that would be produced by extra taxes on 
income ; in fact, the hmits of taxation on inheritances will be 
practically determined for the financier rather by the danger 
of evasion through donationes inter vivos, than by the danger 
of checking industry and thrift ”.2 The twentieth century, 
which has witnessed specially since the War an extraordinary 
development of this form of taxation, has separated clearly two 
things responsible for the fallacy, the basis or object of assess- 
ment and the source of payment or the resources from which 
the tax is paid. A tax like the estate duty or the American 
property tax (both are taxes on property — one an occasional tax 
occurring on an average once in thirty years, the other an annual 
tax) is a tax assessed on capital and sometimes on capital that 
does not yield any income. It may be paid from the payer’s 
own income. Conversely, a tax on income may be paid from 
capital obtained by the sale of securities or by borrowing tempor- 
arily from a bank. Merely to say that a tax is assessed on capital 
or on income is not enough. We have to inquire whether it is 
eventually paid from resources which would have become, but 


best employ it in increasing the productions of the country. ‘ Why asks 
M. Say, ‘ does an individual wish to sell his land ’ ? It is because he has another 
employment in view in which his funds will be more productive. Why does 
another wish to purchase this same land ? It is to employ a capital which 
brings him in too little, which was unemployed, or the use of which he thinks 
susceptible of improvement.” Compare Mill, Principles, Bk. V. ch. ii. § 7. 
“ The amount which would be derived, even from a very high legacy duty, in 
each year, is but a small fraction of the annual increase of capital in such a 
country (f.e. which increases rapidly in wealth) ; and its abstraction would 
but make room for saving to an equivalent amount : while the effect of not 
takmg it is to prevent that amount of saving, or cause the savings, when made, 
to be sent abroad for investment.” 

^ G. 9528 of 1899, p. 123 ; cf. Official Papers by Alfred Marshall, Macmillan, 
1926, p. 357. 2 Primiples, Bk. III. ch. viii. § 11. 
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for the payment of the tax, new capital, i.e. from savings, or 
from resources which would have been used for consumption, 
i.e. by the taxpayer reducing his consumption. AVhen estate 
duty is paid it is often paid out of the capital of the estate by 
the trustees realising securities or selling real property. The 
State rarely receives actual capital.^ It almost always receives 
resources obtained by the selling of securities or other form of 
property, resources which, but for the tax, would have become 
new capital. The purchaser or purchasers — there may be a chain 
of purchasers— of the property sold buy with cash obtained from 
their savings or by the sale of some other securities. If the owner 
is forced owing to the high inheritance taxation to liquidate part 
of his property the loss is an individual loss, but from the social 
aspect the property is unimpaired. The loss to the seller is 
balanced by the gain to the seller who buys these securities out of 
savings from income. In other words, when a man dies his 
executors may have to sell securities to pay death duties, and 
unquestionably there is then a diminution of this particular estate. 
The persons buying the estate or the ‘Securities may have realised 
other securities to make the purchase. There will be merely a 
redistribution of capital. The capital of the country suffers no 
diminution ; whether the State loses revenue or not depends on 
the final redistribution among the different classes of income tax 
and surtax payers. These facts are sometimes overlooked by 
those who argue that there is evaporation of capital consequent on 
the levy of death duties. There will be no loss of existing capital, 
but new capital may be prevented from coming into being. 
There may be a long or short series of transactions, but finally 
the payment of death duties will be from savings out of income. 
At the time of payment of the tax there is no destruction of 
capital ; there is a change of ownership of capital, a transfer 
from one owner or the trustees of that owner to another, and 
potential new capital to the full extent of the duty is, as we 
have said, prevented from coming into existence. Death duties 
do not destroy existing capital any more than does income tax 
and surtax, which in so far as the tax is paid out of savings and 
not by reduced consumption also prevents new capital from 

^ The British Treasury accepts land in payment of death duties only if it 
can be utilised for some public purpose. That is, of course, very rarely the 
case. 
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coming into existence. Of the two taxes, indeed, it is sometimes 
argued, death duties have some degree of ethical superiority, for 
they tax a man at a time when he is no longer able to feel it, 
and, therefore, death duties cannot be said to act as a deterrent 
to enterprise. Indeed, there are grounds, as noted below, for 
looking on these as a stimulus to enterprise. The beneficiaries, 
while naturally desiring to have the full proceeds of the estate, 
cannot argue that their industry is taxed. Both a tax on 
capital and a tax on income are assessed on wealth, and 
one may be, and usually is, not less harmful in its effects 
than the other.^ Both diminish income and unless imposed 
with care may even destroy wealth. We have to see whether 
the proceeds of the tax are put to good or bad uses, a test 
apphcable to all other taxes. The point is not whether a tax is 
imposed on capital or on income, but whether the proceeds are 
used well or ill. Both death duties and income tax are provided 
from the national income and prevent potential new capital from 
coming into existence. We must not think because in a par- 
ticular estate it may be paid from capital that there is a loss of 
existing capital, as ultimately it must be met from savings from 
income. Ordinarily the effect is, as in the case of income tax, 
a transfer of capital within the nation. High rates on inheritance 
may be offset by reductions in other taxes. These reductions 
may affect that portion of wealth which is saved or converted 
into capital quite as likely as they may be directed to the purchase 
of consumers’ goods. The reductions in other taxes may increase 
the volume of saving of the non-inheritance taxpayer and so com- 
pensate the loss brought about by the payment of the death 
duties. If the payment of the inheritance tax affects that part 
of wealth which ordinarily will be devoted to the purchase of 
consumers’ goods, a payment of the tax may mean a net deduction 
in the volume of capital available for private investments. Here 

^ It is sometimes argued that income taxes are a greater check to the 
accumulation of capital than death duties {vide Dalton, Public Finance, p. 113, 
and Gerbino’s article in the Economic Journal, June 1925, on p. 243 : “ The 
more rapid extinction of the British National Debt ”), where, according to Ger- 
bino, “ it seems probable that saving is more reduced by the prospect of having 
to pay the income tax year by year than by the more remote prospect of the 
succession duty having to be paid at an uncertain date. To confirm this con- 
clusion it is also to be observed that while the taxation of inheritances hardly 
disturbs the development of the economic activity of productive concerns, the 
taxation of income, by diminishing reserves, hinders their ulterior develop- 
ment.” 
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again in the last resort the matter rests on the relative merits 
of public expenditure and private investment. We can never 
assume what lies also at the basis of the capital destruction fallacy 
that what the Government receives in taxes, including death 
duties, is a total economic loss to the country. The State in 
spending the proceeds of death duties is not wasting year by year 
its capital but is merely transferring capital from one of its 
citizens to another without in reality becoming poorer by doing 
so. Governments, it is true, spend the greater part of their 
tax revenue on consumption goods, but they nevertheless, 
especially in the present century, are building up capital 
rapidly. There are such productive works as irrigation and 
railways which add to the wealth of a country, as in the 
case of the large irrigation works of India and Egypt and 
the network of railways throughout India which are pro- 
ductive financially to the State as well as to the railways them- 
selves. Governments are spending revenue in making roads, in 
scientific investigations, etc. If the testator or the inheritor is 
a national of say, the United States, and the property is in Great 
Britain, his income in the United States may pay the duty or 
share tax, and it may not be paid from the national income of 
the country in which the estate is. This case is exceptional. 
When death duties are heavy the payment of the tax in certain 
circumstances is distributed over a number of years in nearly all 
countries — in England as many as eight — and when the custom 
of insuring the payment of death duty is becoming increasingly 
popular, with the result that on the death of the insurer the capital 
value of the estate remains and hasty liquidation is avoided. We 
see that in both these cases the duties are in the nature of an 
annual tax paid by the owner, an additional tax paid out of 
income. It has sometimes been suggested that the sum insured 
for the purpose of paying death duties should not be added to 
the total value of the estate when death takes place. The 
exemption from death duties of that portion of an estate which is 
due to insurance might encourage saving in the case of the lower 
or moderate-sized estates.^ Insurance against death duties may 

^ In the higher ranges of income there is a point when income tax, surtax, 
and insurance against death duties may actually exceed the income derived from 
the estate. In the case of a married man, aged forty-five, with three children, 
deriving all his income from investments bearing 5 per cent, the point is reached 
at an estate of £1,000,000 bringing in an income of £50,000 a year. 
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also bring the estate into a higher grade of taxation. On the 
other hand, if the estate holder dies after having paid only one 
premium or only a few premiums it is clear that the greater part 
of the funds to meet the duty has been met by the insurance 
company and not by the estate. Life insurance is after all only 
one among many forms of saving, and as other forms of saving 
are taxed by death duties it could be unfair to exempt only 
insurance. Already insurance is adequately recognised by 
privileges in regard to income tax. Moreover, the Government, 
it has been calculated, would lose heavily by such a proposal. 
In Great Britain it has been put at as high a figure as £20,000,000 
a year.^ On the whole it seems that insurance must be included 
in the estate for the purpose of duty, subject to certain privileges 
which they already enjoyed. There is, we may add, a tendency 
to separate rigidly capital from income to such a degree as to 
forget the late President Hadley’s remark that “ capital and 
income are not separate things but different ways of measuring 
the same thing 

One of the results of the fallacy of assuming that death duties 
are paid from capital and are not paid from national income as 
are other taxes is the suggestion that death duties should be 
earmarked for capital expenditure in the budget, especially for 
debt redemption. It is said that if death duties are spent as 
ordinary revenue the country is living on its capital. Not a few 
continental writers in addition to British economists, from 
Ricardo even up to our own day, have suggested that the revenue 
from death duties (or inheritance taxes) should not be used for 
current expenditure but for capital expenditure. American 
writers like Richard T. Ely ^ have sometimes advocated the same 
view. Some German writers have held that death duties should 
be spent to provide a capital fund for schools, hospitals, etc., 
and Rignano would have the proceeds in the form of securities 
and other claims to capital wealth used to further the cause of 
State socialism. Influenced by these writers the legislators in 
certain states of Germany, the United States, and Canada have 
made provision that the proceeds of these taxes should be 
devoted to schools, hospitals, asylums, prisons, and even in the 

^ This was arrived at on the assumption that all taxpayers at present 
liable to death duties took out insurance and that the State would be deprived 
of the death duties payable on such insurances. 

^ Evolution of Industry Society, p. 300. ^ below, p. 546. 
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Swiss inheritance tax social insurance is linked up with it. The 
earmarking of this tax for a specific purpose, perhaps, may win 
the support of those who cling to the fallacy and may have 
some psychological value, especially in times of high taxation, when 
the owners of estates think that an extravagant and rapacious 
government is squandering the proceeds of their fortunes on 
large civil service establishments. On the other hand, such a 
procedure would mean the crediting to debt redemption the 
proceeds of these taxes regardless of the general budget position. 
In theory there is no more justification for using the death duties 
for the redemption of debt than there is for using the income tax 
for that purpose. The use, however, of death duties for this 
purpose might have a considerable psychological value, but in the 
case of Great Britain it would mean raising another £80,000,000 
by direct or indirect taxation and thus adding yet another burden 
to those burdens falling upon individuals and not least upon 
industry. It would also perpetuate the erroneous idea that a tax 
on capital is paid out of capital wdien assessed on capital, although 
no one would argue that a tax assessed on racehorses need 
necessarily be paid from racehorses (fie. by selling racehorses) 
or from resources that would otherwise have been spent on race- 
horses. 

IV. The Effects of Death Duties on Saving and 
Enterprise 

5. The effects of death duties on saving and enterprise have 
been in recent years, especially since the War, the subject of 
detailed investigation by official committees, non-official bodies 
such as tax associations, and by writers on Public Finance in 
many countries. The results of these inquiries show that while 
death duties take awmy actual capital from individuals, the 
expenditure by the State may add to the power of accumulation 
by its inhabitants even more than the amount of capital taken 
from individuals and, all things considered, as compared with 
other taxes, death duties are only to a small extent more damag- 
ing to saving. When an estate duty has to be paid it is often 
necessary to pay by selling securities, the equivalent of several 
years' income, and this is, as we have seen, achieved from 
resources which would otherwise have been saved and become 
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new capital. In some countries, such as Great Britain, most of 
the estate duty is derived from the largest estates. The tax 
may be met by economies in consumption, but this is seldom the 
case in the largest fortunes. If the Government spends the 
proceeds (as they do in the case of income tax revenue) in paying 
interest on public debt the tax-paying classes benefit consider- 
ably from this transfer of capital. If, on the other hand, the 
expenditure by Government is uneconomical or non-productive 
or wasted, the realised savings of the nation may also be wasted 
just as if the money had been raised by other taxes, such as a 
tax on investment incomes. No special disadvantage in this 
respect rests with death duties. Death duties, an occasional 
property tax, should be compared with the annual tax on 
investment incomes. The income tax tends to stimulate both 
saving and enterprise on the part of the taxpayer as he has 
economies forced on him. His consumption may be curtailed, 
but income taxes are not paid by those on the minimum of 
subsistence, and these taxes are paid out of otherwise saved 
income, the taxes being paid in lump sums. Potential new 
capital to the extent of the income tax is precluded from coming 
into existence. In the case of death duties, on the other hand, 
the owner of the estate, unless he insured against death duties, 
finds that the deferred tax does not interfere with the mainten- 
ance and increase of his standard of comfort. He takes a rosy 
view of the expectation of fife and procrastinates in saving. He 
ignores for the time being, the estate tax, is selfish at the cost of 
future generations, and is like most of his fellow^s, anxious to die 
rich. It is sometimes said that the initiative of the rich man is 
damped by estate duties, and he is pictured hard at work piling 
up a fortune for his heirs, endowed with a great love of his 
family and thinking of nothing but what he will leave behind, 
xi study of our rich men shows that family does not count at all 
or very httle in the great fortunes that have been piled up. 
They enjoy being able to make money and death duties have no 
effect on their motives for accumulation. Some, and it seems 
with more truth, argue that the existence of a death duty will 
be an incentive to a man, and this is the basis for Rignano's 
scheme. The truth is that in the annual tax on investment 
income all of these motives are not in operation. The income 
tax payer has to think of his annual income and surtax payments 
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and must save accordingly. A considerable part of the income 
tax is paid by very many below the sur or super tax level, and 
on balance the income tax payer, as compared with the future 
payer of estate duty, is forced to save and forced to work. In 
the higher incomes this stimulus diminishes. The estate duty 
has not so much influence on saving and work as in the case of 
income and surtax, although in the case of those who insure 
against death duties^ and those who expect to leave small estates 
increased saving may take place. On account of the many and 
very varied countervailing considerations it is difficult to generalise 
on the ultimate effect of death duties. Exceptional cases often 
strike the imagination, especially in the public press, as the 
recent instance of a man who by dint of hard work amassed a 
fortune in securities of £200,000 which brought him in, after 
paying taxation, about £6500 a year. He retired from business 
and had an expectation of life of about thirty years. His 
expenditure was about £5000 a year. Being a bachelor he had 
made up his mind to sell his securities and to put the proceeds 
in the Bank of England and other banks on current account 
bearing no interest and to live on his capital. As death duties 
would swallow up a third of his estate he believed that it would 
make little difference to his successors if he left only £100,000 
instead of £200,000. He would avoid income tax and surtax 
and not have to seek refuge to avoid tax by going to Jersey, 
Ireland, or Monte Carlo. He also believed that death duties and 
surtax would be almost certainly increased in the not distant 
future. If all circumstances are examined and weighed up 
carefully it may be possible to summarise the effect of death 
duties on saving and enterprise as follows : (1) Estate duty does 
not make for saving as much as does the income tax or equivalent 
lump sum taxes assessed annually, mainly because it is a deferred 
tax and drawn from the largest fortunes. The difference, taking 
all factors physical and psychological into consideration, is not 
very great. (2) Estate duty is less damaging to enterprise than 
the income tax, although in certain cases, a minority of cases, 
it may inflict serious hardship on individual owners of landed 


^ The effect here is similar to that of the payment of income tax. Saving 
is retarded in so far as premia are paid from money which would otherwise 
have been saved. Saving, however, is retarded to a less extent than in the 
case of an income tax yielding the same amount of revenue. 
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estates ^ and private businesses : (3) A substituted annual tax 
on income confined to incomes corresponding to tbe capital on 
whicb estate duty is paid and bringing in a revenue similar to 
that on inberitance taxation, at present in force would be more 
prejudicial to saving and enterprise than the system of death 
duties, especially in view of the high level of taxation on incomes 
which at present obtains. The British Committee on National 
Debt and Taxation was of opinion that '' Under the yearly tax, 
those who lived wholly or mainly on investment income might, 
on balance, be stimulated (and in some cases even physically 
compelled) to effect some extra economies. On the other hand, 
the differentiation against income from savings as compared with 
earned income would be more obvious in a yearly tax than in a 
tax deferred till death. It seems probable, therefore, that to 
some extent it would tell against saving out of earned income. 
In the larger estates the burden would be a serious addition to 
the income tax and super tax, and would be more depressing 
than the prospect of estate duty at the uncertain date of death.’’ ^ 
(4) A tax on property at stated intervals in place of at death 
would have a similar effect on saving and enter 2 orise, in the long 
run, as a substituted tax on income. (5) It has sometimes been 
said that, especially in times of depression, there is excessive 
saving, that the virtue of one generation becomes the vice of 
another, and that a nation’s savings may be out of all proportion 
to what they were or ought to be. Excessive saving can indeed 
be a not unimportant cause of a trade depression. Thrift in 
Great Britain since the War has been growing among all sections, 
especially through National Savings Certificates, Post Office 
Savings, insurance, building societies and pension schemes. Can 
it not be said in these circumstances that the Government is 
justified in using death duties for revenue purposes ? There is 
ostensibly no urgent need for new capital when hundreds of 
million pounds are lying about unproductively and every new 

^ The high rates in Great Britain, France, and certain other countries in 
Europe have broken up the old aristocratic family estates, and with this, as 
Einaudi points out in 11 problema della finanza postbellica (1919), there has 
come about the dissolution of old families which in turn has broken tradition 
and the fine old federation of families in the State. This has become very 
noticeable since the War. The exemption from inheritance taxation within 
the family in Italy in 1923 was intended to strengthen the family, which was 
held to be the foundation of national unity. 

2 Cmd. 2800, para, 534, p. 194. 
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issue is heavily over-subscribed. The issue to be decided is, in 
short, that while death duties do prevent potential new capital 
from coming into being, is this new capital desirable or not % 
The answer to this question must be answered in the circumstances 
of any given year. 

Wealth in the twentieth century is being produced at a rapid 
rate. Immense accumulations of resources, called capital, con- 
sisting of buildings, machinery, and other things of a material 
nature used in production are taking place. The amount of 
capital taken in the form of inheritance taxation which might 
otherwise go to maintain the productivity of labour is not in 
normal times of importance when compared with the total capital 
in use, the annual increase of capital, or total savings. The 
Committee of the British Association appointed to investigate 
the economic effects of inheritance in Great Britain reported 
that although the cases chosen by the method of sampling were 
not sufficiently large to form the basis of firm generalisations, yet 
it was possible to conclude from the samples (1) that there was 
a definite progression in the proportion of inheritance to total 
fortune, but the larger fortunes had been made to the greatest 
extent within the lifetime of the individuals and owed least to 
bequest ; (2) that for fortunes in general the sums given away 
during life were more than twice the sums received during life ; 
in the larger estates the sums given away were five times the 
sums received, and the practice of giving ^way during lifetime 
was much more marked in the larger estates where 28 per cent 
was ahenated against 5 per cent in the smaller ; (3) that it 
would be dangerous to infer that there was any general tendency 
for the proportion of inheritance in large fortunes to diminish in 
more recent years. ^ 

V. Graduation according to Time and the Rignano Plan 

6. We have seen that in the British system of inheritance 
duties some relief is given in the case of land or a business other 
than a company if a second succession occurs within five years 
of the first. Similarly in the United States a deduction is per- 
mitted in the Federal tax if the property passes a second time 

^ Report of the Inheritance Committee — Economic Science and Statistics 
Section British Association, 1930. 
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within five years. The principle of the time element is recognised, 
and it has been suggested that this should be developed by 
applying it to estate duties and succession taxes more frequently 
than has hitherto been the practice. It is proposed to discrimin- 
ate between that part of the testator’s estate which was accumu- 
lated during his hfetime by his own efforts and that part which 
he inherited or received as a gift. The older the estate the 
higher the taxation on the portion inherited. The principle that 
the tax should be graduated according to the age of the estate, 
ix. according to the number of times it has already changed hands, 
is attractive and worthy of careful consideration. It has been 
discussed by experts in various countries, for example, by the 
Board of Inland Eevenue and the Committee on National Debt 
and Taxation in Great Britain and by the National Tax Associa- 
tion in the United States. The proposal is not yet a century old, 
but in recent years has, owing to the desire for additional revenue 
from this source of taxation and the highly progressive rates that 
are to he found in some countries, been growing in popularity. 
Unfortunately the plan has been handicapped from the fact that 
it has been mixed up with State socialism and not always con- 
sidered from its taxation standpoint. Thus Huet, writing in 
1853,'^ advocated that after the second generation inherited wealth 
should go to the State on the ground that the right to leave 
property depended on the testator’s ability to produce wealth, 
and on ethical grounds it was not fair that wealth not earned by 
the testator himself should be allowed to descend. After the 
second generation it must, therefore, go to the State. Eignano 
in his well-known plan ^ put it forward as '' the sole way to 
achieve an effective and gradual nationalisation of private capital 
without injuring the delicate mechanism of economic production 
The estate of every testator would be divided into two parts, 
and to that part inherited or received by gift a discriminatory 
tax would be applied. On the other part, i.e. the wealth accumu- 
lated by the testator through his own efforts in his lifetime the 
ordinary basic rates would be levied. The differential rates of 

^ Le regne social du christianisme (Paris, 1853). 

“ Sooialismo in accordo colla dottrina economica liberale — chs. iii. and iv. 
Rignano (Turin, 1901) : Per iina riforma socialista del diritto successorioy 
Rignano (Bologna, 1920). See The Social Significance of the Inheritance TaXy 
Shultz — a translation of Rignano, New York, 1924, and The Social Significance 
of Death Duties, Stamp (adapted from Shultz’s translation). 
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tax miglit be fixed so as to remove tbe inheritance in one or 
in two stages from the original saver. The full project of 
Rignano is best described in his own words : '' Once the estate 
of the testator was thus quantitatively divided, the nation would 
not levy on the portion due to his labour and thrift any higher 
duties than it imposes to-day. On the portion which the 
deceased inherited directly from his father the nation would 
make a much heavier levy, say 50 per cent. On the portion 
which came to him from his grandfather through the medium of 
his father, there would be laid a very heavy tax, possibly 100 per 
cent.” ^ The tax might also be levied without separating the 
inheritance of, for example, the father from the grandfather. 
Thus there would be a lower rate on that part of the estate due 
to the work and saving of the testator and a higher rate, in 
practice not altogether a confiscatory rate, on the inherited 
portion. The rates of tax and the length of time before the 
State would absorb inherited wealth could vary on account of 
the financial stress and other economic considerations in each 
country. The theory underlying the Rignano plan is that 
testators in the majority of cases concern themselves with their 
immediate heirs and not with their heirs’ heirs. It may be 
argued with considerable force that a limited discrimination on 
the Rignano plan would not only yield more revenue to the 
State, but it would be less damaging to saving than an increase 
in death duties of the type at present in force, because it would 
induce people to save for their immediate heirs who would be 
taxed on this part of the estate at a lower and not at a con- 
fiscatory rate.- The tax would have similar advantages to a 
succession tax, which imposes higher rates on more distant heirs 
as in the case of the British succession duty, and it could be 
levied in addition to existing rates, if any, on the size of the 
estate, on the total wealth of the beneficiary, or on consanguinity. 

^ Cf. p. 38, The Social Sigyiificance of Death Duties, Stamp, quoted In Cmd. 
2800. 

“ Rignano had really two main ideas in view. Firstly he desired to use his 
plan to transfer the title of wealth to the State, This was his State socialist 
point of view. His second aim was that the project would induce people to 
save for their heirs because “ as regards one’s own children, every sum saved 
by the heir of a given estate would come to have, in his eyes, a much greater 
value, even three or four times greater, than the sum he had himself inherited ”. 
This is his answer to those who would object that the rates under the plan are 
confiscatory and would check individual enterprise and saving. 
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We are not concerned here with the Rignano plan as a project 
which would transfer the title of wealth to the State, although 
that was the main object which the author had in view. In his 
words, it was a ‘‘ painless transition to socialism It must be 
judged from the point of view of its being a practical instrument 
for raising revenue, and it must be isolated from its socialistic 
object, and although not rigid in form it will be examined as 
enunciated in the quotation above. In some tax systems there 
is, in regard to income, a differentiation between earned and 
unearned or investment income. Why, then, should there not be 
in death duties a differentiation between earned wealth {i.e. 
acquired by work and saving) and unearned wealth {i.e. acquired 
by inheritance or gift) ? Could not the scheme be isolated from 
its socialistic covering and examined purely as a method of 
taxation ? Could it not be put in a form agreeable to the tax 
payer by a limited discriminatory tax, for example, by doubling 
the tax on the value of that part of the testator’s estate which 
he inherited from others ? Is this not advisable when in some 
countries and in the states or provinces of these countries the 
hmit of existing progressive rates has been reached ? As in 
some cases when a succession occurs wdthin five years a deduction 
of estate duty is allowed, and this without much difficulty, why 
should this not be extended so that it may be possible adminis- 
tratively to separate out all the prior wealth of the testator ? 
"Where an estate duty does not exist would it not be administra- 
tively practicable to add to the succession tax such an estate 
duty discriminatory in regard to inherited wealth ? 

In support of the tax it is urged (1) that it would stimulate 
thrift and enterprise ; (2) that it conforms to the canon of equity ; 
and (3) being productive it would be useful as a method of redeeming 
public debt. On the other hand, it is said (1) that the chances 
of evasion are very great ; (2) that it lacks the means of adapting 
changing values to the values of estates inherited ; (3) that it 
would take a considerable time before it could come into opera- 
tion ; and (4) that the tax would be costly to collect. In short, 
on the score of practicability it must be held to be unworkable, 
and no inheritance tax has so far embodied this proposal. It 
is necessary, therefore, to examine the pros and cons of the 
proposal. It goes without saying that the attitude of the tax 
payer varies in each country to such taxation, and historical as 
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well as psychological factors have to be considered. One country, 
too, may have in operation a sound and workable system of 
death duties which it would be unwilling to scrap or to alter to 
fit in with the Rignano or any similar scheme. The Board of 
Inland Revenue and the Committee on National Debt and 
Taxation examined with care the Rignano scheme of death 
duties, and the results of their inquiries are of considerable value 
on theoretical as well as on practical grounds. The Board of 
Inland Revenue examined the proposal as given in the cpiotation 
from Rignano above and found it to be not impracticable. It 
stressed the first, third, and fourth objections to the tax. Special 
provisions ”, the Board said, “ would be required as to the dis- 
closure of gifts, and drastic penalties for non-disclosure would 
have to be imposed. Even with such provisions, the incentive 
to, and the opportunities for, evasion would be considerable. 
Joint investments and joint banking accounts would also afford, 
means of evasion which it would probably be very difficult to 
control.” It would take, say, two generations before '' the tax 
would approximate to the standard prevailing in the case of the 
other main direct taxes ”, and any such scheme would neces- 
sitate the keeping of very elaborate and costly records ”.^ The 
chairman of the Board held that the Rignano scheme must largely 
depend on the tax payer’s attitude and that it would be easier 
to work if there were two rates only — one for wealth accumulated 
during lifetime by the testator’s own efforts and the other on 
property inherited or received by gift. The Committee on 
National Debt and Taxation examined the project from all 
points of view. In regard to the effect on savings the Com- 
mittee was of opinion that it must first win the approval of the 
tax payer before it could be advantageous to savings. At the 
same time the low rate on wealth saved would be an incentive 
to work. The owner, however, might squander away what he 
inherited, or at any rate take risks in investment that he other- 
wise would not do, and he would be much tempted to evade the 
tax by gifts inter vivos. These facts make it less easy to generalise 
as Rignano does on the certain impetus to saving which his 
scheme in his opinion is bound to give. It is not beyond the 
bounds of possibility for the testator to squander away so much 

^ Note by the Board of Inland Revenue, App. xxvi., appendices to the 
Report of the Committee on National Debt and Taxation. 
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of his property as not to leave even enough to pay for the 
inherited portion. The State under the scheme will presumably 
not enter into the history of each portion of the property. If 
the inherited portion is X and if this is lost in speculation and 
should the testator before death leave the equivalent of X + Y 
the State will measure the excess over X as the savings and X 
as the inherited property. In regard to the problem of changes 
in the value of Avealth, Rignano suggested that alterations in the 
general value of money may have to be provided for by an index 
number and to permit of exceptions. To treat all inherited 
wealth as settled ” so that the principal could not be touched 
would in the long run be injurious. It is desirable that capital be 
free to go into channels where required. This part of the problem 
still requires further investigation in order to avoid inequalities 
to tax payers. The Committee came to the conclusion that after 
careful inquiry the Rignano scheme had possibilities, but these 
''had not yet been embodied in a form promising reasonably fair 
treatment to the individual tax payer, while the administrative 
problems are very formidable and the risk of evasion is serious. 
Some of us, however, find the principle in itself attractive and 
thinlc it possible, from such consideration as we have been able to 
give to the idea, that it may in course of time have useful develop- 
ments and enable some improvement to be effected in the existing 
death duties system.”^ The Committee subjected the Rignano 
scheme on the whole to too severe a test, especially with regard to 
equity and evasion and also, although to a less degree, difficulties 
of administration from the point of view of Great Britain. There 
does not seem to be any insuperable objection to the levy of a 
compound form of duty, limited in its discriminatory effect as for 
example, the duty on wealth saved being half that on property 
inherited or gifts received during lifetime. The danger of 
evasion may be avoided to some extent by watching income tax 
returns which show in any year a considerable rise from property. 
The plan is more suitable to an estate duty than to an inheritance 
or share tax but is applicable to both. It requires, above all, the 
support of the general body of tax payers before it can be 
introduced, and that in some countries is likely to be a difficult 
matter. 

A cleverly devised variation of the Rignano plan is that 
1 Cmd. 2800, 1927, p. 316. 
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which levies, when the estate passes at death, an ordinary duty 
and, in addition, a second duty. In return for the second duty 
the State would pay the inheritor an annuity terminable at death 
or after a stated number of years. This additional duty is to 
be levied, not as in the Rignano plan at the second transmission, 
but at the first, and in this respect it fails somewhat to preserve 
the distinction of Rignano between saved and inherited property. 
The inheritors would not lose in immediate income, but '' They 
would be holding a wa, sting asset in place of a permanent source 
of income The State would gain on the expiry of the annuity. 
The advantage of this variant on the Rignano scheme is that it 
would avoid some of the difficulties, especially administrative 
difficulties, connected with Rignano’s proposals, such as the 
problem of changing values and compulsory settlements. It is 
also urged that it would encourage inheritors to save as the 
annuities would run out and it would be essential to make good 
the future loss of income. The Committee on National Debt 
and Taxation examined this project from the point of view of 
the British death duties and also as a means of debt redemption. 
It seems doubtful whether it would stimulate inheritors to save 
because in many cases the inheritor would regard the tax as if 
it were a direct tax on capital, and he may sell his annuity to 
recoup himself, while the improvident inheritor would almost 
certainly regard the annuity as income and would spend all the 
more. The annuity, moreover, never a popular form of invest- 
ment, would be less in value than its value according to tables, 
and would be a greater burden on the tax payer than the actuarial 
equivalent of an ordinary tax. It would not be easy to work in 
regard to gifts inter vivos in view of legal and administrative 
difficulties that would arise. Until the annuities ran out the 
State, as already noted, would not gain. The Committee agreed 
with the Controller of Finance H.M. Treasury that the burden 
on the payer or beneficiary was probably heavier than the 
advantage which the State would get out of the transaction, and 
that it gave less immediate assistance to debt redemption, and 
in a less convenient form, than the ordinary death duties.^ 

^ Public Finance, by Hugh Dalton, M.P., Under Secretary of State for 
Foreign Affairs (1929, p. 116); cf. Cmd. 2800, 1927, pp. 317-318. Henderson, 
Inheritance and Inequality, pp. 17-26. The scheme examined by the Committee 
referred to above was that of Dalton, who proposed that the second duty should 
be payable in cash, in Government or other approved securities, or in any 
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VI. Death Duties or Inheritance Taxes in 
Federal Constitutions 

7. In Federal constitutions the imposition of death duties 
raises the question whether these taxes should be levied by the 
Federal or Central Government, by the State or Provincial 
Governments or by both. In Germany, South Africa, and in all 
Federal Latin American states possessing this form of taxation, 
Mexico excepted, such death duties are Federal. In Switzerland, 
Canada, and Mexico these are State and not Federal, while in the 
United States and Australia there are Federal and State duties 
in existence. In Germany an estate duty was given up in 1922, 
and succession rates which vary according to relationship and 
according to the amount of the estate received by the bene- 
ficiary are now so small a part of the Federal revenue — less than 
1 per cent — that they are almost not worth the cost of collection. 
In 1924 a law was passed which reserved these duties entirely for 
the use of the Federal Government. In the Union of South 
Africa the Cape Province, Natal, and the Transvaal had death 
duties of their own, but the Union Death Duties Act of 1922 
consohdated and uniformed the estate duty and succession taxes, 
and the proceeds were assigned to the Federal authorities. In 
Switzerland the cantons levy these duties, which vary con- 
siderably from canton to canton. A Federal inheritance tax for 
the purpose of financing old age and sickness insurance through- 
out the Federation was proposed, and it was also proposed to 
divide the proceeds of the duties between the Federal Government 
and the cantons equally. In 1921 the proposal was shelved until at 
some future date social insurance plans should have matured. In 
all the provinces of Canada there are succession duties, and these 
duties are relatively of greater importance to the total Provincial 
revenue than in any other Federal Government of the world. 
There is no Federal estate or succession duty. Until 1916 in the 
United States the taxation was — except during the early years of 
the Eepublic (1797-1802), the Civil War, 1862-1870, and the 
Spanish- American War in 1898-1902 — a State or commonwealth 
tax. The Act of 1916 gave the Federal Government the power 
to levy an estate duty which is now a permanent part of the tax 

other form acceptable to the Government. This would give rise to administra- 
tive difficulties and certain risks, especially on the selling of land. 
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system, although originally it was supposed to be a War-time 
measure. In forty-seven states of the Union there are succession 
or share taxes and supplementary estate duties in Rhode Island 
(1916), Mississippi (1918), Oregon (1919), and New York (1925). 
The American National Tax Association, it is interesting to note, 
has always strongly favoured the use of an inheritance tax, 
although not as a Federal but as a State tax, while writers and 
thinkers on -American finance have, especially since 1916, favoured 
a Federal tax. Thus Seligman in his later works ^ champions a 


Inheritance Taxes in Federal Countries 


Country, 

Year. 

Inheritance Taxation, 
Millions. 

Total 

Taxation, 

Millions. 

Percentage of 
Inheritance to 
Total 
Taxation, 

Germany . 

1932-33 

Federal 

R.M. 62 

R.M. 5042 

1*2 

South 

1933-34 

Federal . 

. £0-8 

£22-7 

3*5 

Africa 





Switzerland 

1933 

Cantonal 

Fes. 17-6 

Fes. 278T 

6*3 

Canada 

1932-33 

Provincial 

$13-1 

$94-4 

13*8 

U.S.A. . 

1931-32 

Federal . 

$47 4 

$1557*7 

3*0 



State 

$144 0 

$1641 9 

8*8 

Australia . 


Total . 

$191 4 

$3199 6 

6*0 

1933-34 

Commonwealth £1*5 

£56*4 

2*7 



State 

. £3-7 

£34*4 

10*7 



Total . 

. £5*2 

£90*8 

5*7 


Federal inlieritance tax because the needs of the Federal Govern- 
ment are relatively greater as compared with the states, and at 
the same time the Federal Government must not interfere with the 
sources of tax revenue belonging to the states. He adds three 
other arguments : (1) that '' the Federal inheritance may be made 
to solve the problem of uniformity of taxation ; (2) that a 
Federal estate tax reaches both Federal and local tax exempt 
bonds ; and (3) states, unlike the Federal Government, are unable 
to negotiate with foreign governments under the constitution to 
avoid difficulties of international double taxation. “We have 
he adds, a defective law and a still more defective administration. 
With an improved law, with the enforcement of the gift tax, with 
the rendering impossible the evasion of the inheritance tax through 
our absurd incorporation of individuals, and with a proper kind 
Finance, New York (MacmiUan Company), 1925, 

VOL. II T) 
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of administration, we should soon find that our revenues would 
be greatly augmented, even though the rates were diminished. 
With a revenue of several hundreds of millions, it would then be 
possible to hand over to the states a portion of the yield, whether 
it be 25 per cent or 75 per cent, with the result not only that the 
Federal Government would get more than at present, but that 
the states would secure as much as they now" receive or could in 
the future secure through independent action.” 

In the foregoing table the relative importance of Federal and 
estate inheritance taxes is shown. The large percentage in the 
case of Canada is particularly striking. In non-Federal countries 
the percentage of death duties to total tax revenue was about 
12 per cent in Great Britain (1933-34), 5-4 per cent in France 
(1926), 2*6 per cent in Japan (1933-34), and 1 per cent in Italy 
(1933-34). 

Inheritance taxes in the new Indian Constitution have been 
provided for. They have not so far been le\ded. The administra- 
tion of these taxes other than land will be vested in the Federal 
Government and the proceeds will be assigned to the provinces, 
the basis of distribution being determined by the Federal Legis- 
lature with a right to impose and retain a surcharge on such taxes 
for Federal purposes. Death or succession duties on land are a 
provincial source of revenue. 

It is difficult to lay down a definite principle applicable to 
all countries of a Federal nature. Historical considerations and 
the needs of the Government at the centre as well as state or 
provincial governments have to be considered. The old doctrine 
of the division of sources — indirect taxes being levied by the 
Federal Government and direct taxes by State Governments — is 
as dead as the dodo. Federal Governments have at the present 
time, and will continue to have, large expenditures to meet. State 
governments, too, as in the United States and India, have large 
commitments, especially in connection with education and other 
essential national services. Expenditure of the Federal Govern- 
ment in the former has increased 444 per cent as compared with 
the pre-War year, as the table on the following page shows. 

There is some justification for the view that revenue is greatly 
needed by the several states and that, therefore, inheritance 
taxation should be left to them. On the other hand, if this is 
considered from a wider financial point of view it will be found, 
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as American experience lias proved, that inequality according to 
situs and domicile will result. There is very little in the argument 
that Federal inheritance taxation permits of evasion to a greater 
extent than state inheritance taxes. Indeed, administratively 
the Federal tax is not infrequently collected more efficiently and 
more cheaply, and is accompanied to a less degree by such dangers 
as have been mentioned, including double taxation which in 
times of high taxation is of no small importance. The income 
tax (collected centrally in British India) could never be ad- 
ministered so efficiently as it is under the Federal or centralised 
system where the Central Board of Revenue has its own Com- 
missioners of Income Tax in each province and its own agents 



In Millions ol Dollais.* 

Percentage 

Increase 


1913. 

1925. 

Federal , 

692 

3765 

444 

State 

383 

1530 

299 

Local 

1844 

5829 

216 

Total 

2919 

11,124 

281 


* Source : The Cost of Government in the United States, 1925-26 (National 
Industrial Conference Board, New York, 1927). 


locally. Were each province alone to levy a tax it could not be 
done so cheaply and so efficiently as the centralised tax. Simi- 
larly when an inheritance tax in the form of both an estate duty 
and a succession or share tax is introduced generally in British 
India it will be a centralised Federal tax apportioned to the 
provinces. Such a tax when Federal acts like a tonic to the 
collection of all taxes by the states. It braces states and provinces 
to better things, to the collection of taxes on more efficient lines 
and thus they are protected against their own failings. The 
instance of the United States is a case in point. In some federa- 
tions the revenue from death duties is relatively far too low as 
compared with income tax and the national income of the country. 
In the United States, for example, death duties (Federal and 
State) in 1925-26 were but 9 per cent of the income tax (Federal 
and State) and 9-4 per cent in South Africa as compared with 
17*8 per cent in Australia in the* same year. The income, how- 
ever, of the United States is 27 times greater than that of Australia 
and 92 times that of South Africa. Death duties in Great Britain 
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amounted in 1927-28 to £77 millions, or about twice the amount 
of inheritance taxes in the United States for the same period, 
although the population of the former is only about one -third and 
the total national income only a little more than one-fourth of that 
in the United States. It should be possible, therefore, to raise 
considerably the proportion of the tax revenue from inheritance 
taxation in the United States and to collect it federally, as 
suggested by Seligman and others, with great benefit to the 
states.^ All things considered, a Federal tax — an estate duty 
and a succession or share tax — should be levied wherever possible, 
and a share of this made over to state or provincial governments. 
This means simplicity and the avoidance of many pitfalls, the 
result of the more complicated system of Federal and State collec- 
tions, and should be easy if there is administrative machinery (for 
example, for the collection of a Federal income tax) already in 
existence. Efficient administration would bring increased re- 
turns, without even any increase in existing rates, even in those 
federations where these are unduly low. The Federal authority 
may permit the provincial or local governments to impose an 
additional tax if required for local purposes, or it may permit 
these authorities to tax below the minimum fixed for the Federal 
inheritance tax. This, however, should be the rule rather than 
the exception. An apportioned tax on a uniform basis, however, 
is preferable in these days when in Federal finance co-operation 
is all important both from the national and the state or pro- 
vincial point of view. The Federal authority may administer 
the tax and have the right to place a surcharge when necessary 
on the proceeds (which go to the Units). 


VII. Death Duties in Great Britain 

8. Death duties in Great Britain ^ are derived from two main 
sources, (a) estate duty which is a transfer on property, the State 

^ Cf. Seligman, Studies in Public Finance (Macmillan Co., 1925, p. 175). 

- The Death Duties y R. Dymond (London, Solicitors’ Law Society, Ltd., 
3rd edition, 1920). (A systematic work.) Practical Guide to the Death Duties 
and to the Preparation of Death Duty Accounts, C. Beatty (London, Effingham 
Wilson). (A short manual.) British Death Duty Acts, 1796-1926 ; Soward 
and Scott, Law and Practice of the Estate Duty ; Soward and Willan, The 
Taxation of Capital. 

The annual Reports of the Commissioners of H.M.’s Inland Revenue contain 
the statistics showing the analysis of realty, personalty, etc. 
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taking a percentage of the net value on the death of the owner ; 
and (b) legacy duty and succession duty, which may be regarded 
as an acquisition duty payable by a beneficiary or beneficiaries on 
acquiring property. These duties are a growing source of direct 
taxation and can also be budgeted for with tolerable accuracy, 
even allowing for '' windfalls ” that may accrue from very large 
estates being subject to duty in any year. 

Death duties were in 1933-34 12 per cent of the total tax 
revenue or 10*5 per cent of the total revenue receipts.^ By 
far the greater portion is derived from the estate duty. Thus for 
the year ended 31st March 1934 the net proceeds were approxi- 
mately £85 millions, and were made up as follows : Estate duty 
£75 millions, or 88 per cent of the total ; legacy duty, £8,632,000, 


Year ended 

31st March. 


Budget 

Estimate 

Net 

Pveceipts 


(£ millions). 

(£ millions). 

1914 


27 

27 

1919 


32 

31 

1922 * 


48 

53 

1923 


48 

56 

1924 


52 

58 

1925 


56 

59 

1926 


67 

61 

1927 


66 

67 

1928 


68 

77 

1929 


72 

81 

1930 


81 

79 

1931 


83 

S3 

1932 


83 

65 

1933 


76 

76 

1934 


75 

85 


Great Britain and Northern Ireland since 1922. 


or 11 per cent ; and succession duty, £1,110,000, or 1 per cent. 
Death duties yielded £81 millions in 1934-35 as compared with 
£85 millions in the previous year. 

The estate duty is an ad valorem progressive tax levied on the 
value of all immovable or movable, settled or unsettled property 
in Great Britain which passes upon the death of any person. It 
dates from the Finance Act, 1894,^ and the father of the tax was 

1 Vide Table IX. x\pp. 

“ Exactly 200 years previously {i.e. 1694) a tax, copied from Holland, in 
the form of a stamp duty was imposed upon probate or letters of administration 
for any estate above the value of £20. This came to be known as probate 
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Sir William Harcourt, Chancellor of the Exchequer in Lord 
Rosebery’s Government. Harcourt belonged, in the words of 
his biographer, to the old tradition of statesmanship which 
regarded a rigid public economy as the first essential of good 
government. He believed that an extravagant and wasteful 
habit of expenditure corrupted the pubhc service, and had subtle 
reactions on policy, especially w^-here the demands of the war 
departments were concerned. But it was not the spending of the 
national resources that furnished his chief interest in the subject. 
He had long been conscious of the anomalies of taxation, especi- 
ally in regard to the land. A member of a landed family himself, 
he had early broken with the views of his class in regard to the 
special privileges mth which a legislature, then chiefly controlled 
by the landed interest, had invested real estate, and the political 
disagreement with his brother at Nuneham had turned mainly 
upon this theme.” ^ The introduction of Harcourt’s proposals 
raised in some quarters considerable criticism and even opposition. 
The Conservative viewpoint is well expressed in a letter ^ to 
the Chancellor of the Exchequer from Her Majesty, Queen Victoria, 
who wrote from Balmoral Castle on 5th June 1894 as follows : 

The Queen is much concerned about the provisions made in the 
Budget regarding the death duties, which, in her opinion, cannot fail 
to cripple all landowners. Many properties are now only kept 
afloat at considerable loss to the proprietors, who, if the Budget 
becomes law, may be driven to still further curtail their expenditure. 
This must inevitably aflect the poorer classes, especially the 
agricultural community, numbers of whom will be thrown out of 
work altogether. Then again country-seats will be unoccupied and 
charities throughout the country be denuded of support. Where, 
again, will be the inducement to owners of property to efiect im- 
provements, when by so doing they know they are only encumbering 

duty. It was increased to 10s. in 1698, and North, in 1779, introduced three scales 
\^uth reference to the value of the property (cf. Dowell, vol. iii. p. 148). This 
reform was modified to meet the financial exigencies of the State from time to 
time till 1889, when the duty was fixed at 3 per cent ad valorem. These duties 
did not, of course, include real or settled estate. For 200 years, therefore, real 
property escaped this form of death duty. Death duties were a source of 
revenue in England to its kings for nearly six centuries. After the Norman 
conquest to the Civil War there was in effect a succession tax levied by the 
king through the inquisitio post mortem. The supervision of this revenue was 
under the Court of Wards and Liveries set up by Henry VIII. and abolished in 
the reign of Charles II. (cf. Dowell, vol. i. p. 20). 

^ Life of Sir William Harcourt, A. G. Gardiner, vol. ii. p. 281 (London, 
Constable), 1922. 2 Op. cit. Vol. II. 
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niieir successors — possibly tbeir widows, who, the Queen fears, are 
also placed in a worse position than before by the proposed death 
duties. This leads the Queen to remark that she has always 
deplored the action of the probate laws which subjects widows and 
nearest of kin, at the time of deep sorrow, to an immediate minute 
examination and valuation by some strangers of their private 
possessions, which she thinks is painful and cruel. Most earnestly 
does the Queen urge and hope that Sir William Harcourt may be 
able to modify these proposals, which she owns she thinks dangerous. 

To this Sir William Harcourt as Chancellor of the Exchequer 
wrote to Queen Victoria on 9th June 1894 as follo^vs : 

Sir William Harcourt presents his humble duty to Your Majesty, 
and begs leave to report that in the last few days solid progress has 
been made with the clauses of the Budget Bill in Committee. 

Sir William desires to assure the Queen that the outcry which 
has been made by the landed interest on the subject of extraordinary 
pressure upon them in the Budget is grossly exaggerated if not 
entirely unfounded. Lord Salisbury’s statement that it will absorb 
four years’ income is entirely contrary to the fact. In the case of 
a man with £100,000 the additional taxation will be 1 per cent, and 
in that of a man with a milUon, 4 per cent, and in the case of the 
last it might amount to two years’ income payable in eight years. 
The truth is that the landowners have been so long accustomed to 
exemption from their fair share of the taxation borne by the other 
classes of the community that they resent as a great injustice that 
they should be treated on an equal footing. 

It is no doubt a great misfortune that owing to the immense 
expenditure upon armaments it should be necessary to raise an 
additional sum of 4 millions by taxation, but that can only be done 
by imposing the burthen equally upon all classes, with a regard to 
the ability of the several parties to bear it. 

Sir William believes that the great support which the Budget 
has received in the House of Commons, and still more outside, far 
beyond the Party majority which the G-overnment can command, is 
due to a conviction that it is an honest attempt to distribute the 
burthen fairly and justly amongst all classes of the community. 

Of the sum to be raised not one-fourth part wdll be asked of the 
landed interest ; the rest will fall on the personal property ; and 
yet it is those who will contribute least who complain most. 

It is true the land is now in a distressed condition, but it wiU 
only pay in proportion to what it received. Other industries are 
also depressed, but they do not make that a pretext for refusing to 
pay their share in the public burthens necessary for the defence of 
the country. 
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It is a sense of the justice of our demand that gave the Govern- 
ment a majority of over 100 in the division on the question of 
graduation. 

It is quite impossible to raise large sums of money without 
inconveniencing some one, but no class — and least of all those who 
are the loudest in their demands for augmented expenditure — ought 
to refuse to bear their part in the necessary sacrifice. 

Sir Wilham is extremely anxious to remove any particular 
hardships which may arise in the case of the land, and has already 
opened communications privately with the Opposition to see if it is 
possible, consistently with the necessities of the public service, to 
meet their views. 

Immovable property in Great Britain is liable to estate duty 
but not immovable property abroad. By immovable property 
is meant lands and houses and all interests therein, including 
leasehold interests. Movable property in Great Britain is also 
liable to estate duty, and this includes goods, furniture, stocks, 
shares, and securities. Movable property outside Great Britain 
is chargeable only when the deceased was the owner and domiciled 
in Great Britain, or when he had only a hfe interest, and at his 
death the movable property became a British trust or vested in 
a British trustee. Gifts made inter vivos, unless made more than 
three years before death, and gifts made for public or charitable 
purposes, unless made more than twelve months before death, are 
liable to estate duty. So are moneys receivable under insurance 
pohcies on the life of the deceased, efiected and kept by him wholly 
or partially for the benefit of a donee. Marriage gifts, however, 
gifts proved to be part of one’s normal expenditure, and gifts not 
exceeding £100 in value in the case of any donee, are excluded. 
The net principal value of the estate is arrived at by taking the 
total of the principal values of all the items of property, less 
deductions for reasonable funeral expenses and subject to certain 
reductions for debts and incumbrances of the deceased. The 
principal value of the property is the price which the Commis- 
sioners of Inland Eevenue believe the property to be worth if 
sold in the open market at the time of the death of the deceased. 
Small estates up to £300 and £500 pay fixed duties of 30s. and 
50s. respectively, and are exempt from all other death duties. 
Interest at 3 per cent per annum is payable on personalty from 
the date of the death up to the delivery of the affidavit or 
accounts. On real property the duty may be paid by eight yearly 
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or sixteen half-yearly instalments, and that on certain annuities 
in four yearly instalments. Interest is charged on all unpaid 
portions of duty from twelve months after death at the rate of 
three per cent per annum. Exemptions from estate duty include 
(1) estates of a net principal value not exceeding £100 ; (2) the 
property of common seamen, mariners, soldiers, or airmen who 
are killed or die in His Majesty’s Service ; and (3) certain articles 
which are ascertained to be of “ national, scientific, historic, or 
artistic interest In order to avoid the double taxation of 
movable property in a British Dominion, movable property pays 
only so much duty as is equal to the larger of the two taxes. The 
amount of duty payable in the Dominions is thus deducted from 
the amount of estate duty due in Great Britain. 

The rates of estate duty are set out in the following table. 


The progressive nature of the duties is obvious, especially on the 
higher incomes. Thus on £1,000,000 38 per cent estate duty is 


payable. A further sum, as we shall see, is payable for legacy 

duty varying from 1 to 10 per cent. 

Gifts for public or charitable 

purposes are sub j ect to estate duty unless made more 

than a year 

before death ; other gifts are charged unless made more than three 

years before death. Gifts not exceeding £100 in 

value, marriage 

gifts, or gifts as part of the decedent’s normal expenditure are 

excepted. 




Scale of Rates of 

Estate Duty 


Rate 

Principal Value of the Estate. 


per cent 




of Duty. 

Exceeding £100 and not exceeding 

£500 . 


. 1 

„ 500 

1,000 . 


2 

„ 1,000 

5,000 . 


. 3 

„ 5,000 

10,000 . 


4 

„ 10,000 

12,500 . 


. 5 

„ 12,500 

15,000 , 


6 

„ 15,000 

18,000 . 


7 

„ 18,000 

21,000 . 


. 8 

„ 21,000 

25,000 . 


. 9 

25,000 

30,000 . 


. 10 

30,000 

35,000 . 


. 11 

„ 35,000 

40,000 . 


. 12 

„ 40,000 

45,000 . 


. 13 

„ 45,000 

50,000 . 


. 14 

„ 50,000 

55,000 . 


. 15 

„ 55,000 

65,000 . 


. 16 

„ 65,000 

75,000 . 


. 17 
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Scale of Rates of Estate Duty — continued 


Principal Value of the Estate. 

Rate 
per cent 

Exceeding £75,000 and not exceedin 

g £85,000 . 

of Duty. 

. 18 

„ 85,000 

100,000 . 

. 19 

„ 100,000 

120,000 . 

. 20 

120,000 

150,000 . 

22 

„ 150,000 

200,000 . 

. 24 

„ 200,000 

250,000 . 

. 26 

„ 250,000 

300,000 . 

. 28 

„ 300,000 

400,000 . 

. 30 

„ 400,000 

500,000 . 

. 32 

„ 500,000 

600,000 . 

. 34 

600,000 

800,000 . 

. 36 

800,000 

1,000,000 . 

. 38 

„ 1,000,000 

1,250,000 . 

. 40 

„ 1,250,000 

1,500,000 . 

. 42 

., 1,500,000 

2,000,000 . 

. 45 

„ 2,000,000 


. 50 


Legacy and succession duties are complementary owing to 
their history. The legacy duty is le\ded on movable property 
devolving under the will or intestacy of a person domiciled in 
Great Britain. The movable property wherever situate is liable 
to duty if the deceased owner was domiciled in Great Britain. 
If the testator or intestate was not domiciled in Great Britain the 
property is not liable to legacy duty. All settled movable pro- 
perty, wherever situated, is liable to succession duty if the forum 
of administration was in Great Britain, But if it was the subject 
of a non -British trust it is not liable to duty. Immovable 
property outside Great Britain is not liable to duty under any 
circumstances. The rates of legacy duty and succession duty are 
as follows : 1 per cent in the case of a husband, wife, child, or 
lineal descendant of child, father or mother, or any lineal ancestor ; 
5 per cent in the case of brother or sister, lineal descendant 
of brother or sister ; and 10 per cent in the case of any other 
person, including any related only by natural ties. The duties 
are payable when the beneficiaries become entitled to the benefit, 
but in certain circumstances both duties may be paid by instal- 
ments, extending in the case of real property to a maximum 
period of 8 years. The legacy duty dates from 1780, and in 1796 
an Act -was passed “ in respect of the acquisition by collaterals 
and strangers of property through the testacy or intestacy of its 
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deceased owner The Act of 1796 is in the nature of a tax on 
beneficiaries, and is still on the statute book. In 1853 a succession 
duty, also a tax upon beneficiaries, was imposed upon real property 
and also on settled movable property not liable to legacy duty. 
No legacy duty is chargeable when the gross value of the personal 
estate is under £100 ; and no succession duty is chargeable when 
the principal value of all the succession is under £100. No duty 
of either sort is charged in respect of objects not yielding any 
income. Duty, however, becomes payable if and when the same 
are disposed of or pass to anyone who has a power of sale or 
disposition. National, scientific, historic, or artistic objects are 
not taxed except when sold, and then only in connection with the 
last death on which they passed. Exemption is given to the 
National Gallery, British Museum, or other similar national 
institution, or to any University, County Council, or Municipal 
Corporation in Great Britain, or to the National Art Collections 
Fund. There are certain exemptions and reliefs in regard to 
legacy and succession duties. Neither legacy nor succession 
duty is chargeable on benefits where the net value of the property 
passing in respect of which estate duty is payable does not exceed 
£1000. Exemptions are allowed when the value does not exceed 
£15,000 and when property passes to a lineal ancestor or descend- 
ant or an individual chargeable at 1 per cent rate of duty. 
Where the beneficiary is the widow or child under the age of 21, 
and if the value of the benefit passing does not exceed £2000, no 
duty is leviable. 

VIII. The Dominions 

9. In the self-governing Dominions, death duties or inherit- 
ance taxes are on the statute book.^ According to section 92 (2) 
of the British North America ilct, 1867, the succession duties are 
levied only by the provinces in Canada. The tax first levied by 
Ontario, Quebec, Nova Scotia, and New Brunswick in 1892 was 
introduced by other provinces gradually and forms, as we have 
seen,^ one of the important sources of revenue for the provinces. 
There is a family likeness among the Acts, and the effect of the 
United States on Canadian provincial legislation is evident. In 

^ Prentice-Hall, Inheritance Tax Service, Prentice -Hall, Incorporated, 70 
Fifth Avenue, New York. (A complete loose-leaf text of inheritance taxation 
in United States (Federal and Commonwealth States) and of Canada, kept 
up to date by periodical circulars.) - See p, 522. 
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Ontario ^ and Quebec ^ the tax is graduated according to the value 
of the estate and according to relationship. In most of the 
provinces exemptions are given, and the tax is greater on col- 
laterals than on lineal descendants or ascendants. Thus in Mani- 
toba the rate of tax varies from 0*3 to 25 per cent according to the 
degree of relationship and to the amount of the estate. In 1934 
there was a surtax of 15 per cent added to all duties. In Ontario the 
rate varies from 1 to 35 per cent according to the value of the estate 
passing to each beneficiary, and in New Brunswick the rate varied 
from 2| to 20 per cent according to the amount of the whole estate, 
the amount of each share and to relationship with the decedent. 
Since 1932 there was a 10 per cent surtax on all duties payable. 

In Australia the Commonwealth estate duty which came into 
force in 1914 is similar to the British estate duty in that the tax 
is levied upon the total net value of the estate, real and personal. 
Estates below £1000 are exempt from the tax, and the estates 
between £1000 and £2000 are taxed at a rate of 1 per cent increased 
by 0*2 per cent for each additional £1000 of the estate and reach- 
ing 15 per cent on estates of £75,000. After this limit the rate 
is stationary. Bequests to religious, scientific and charitable 
organisations, as well as the estates of persons killed in the War 
are exempted. A deduction equal to one-third of the tax is 
granted on that part of the estate passing to the widow, children, 
and grandchildren of the decedent. In the States of the Aus- 
tralian Commonwealth similar exemptions are granted. Thus in 
South Australia exemptions to a widow, widower, descendant or 
ancestor are given in respect of individual successions under £500, 
and the rates are graduated into three groups with a half-rate in 
the case of widows or children under 21 where the net estate of 
the decedent is under £2000. In 1934 there was a super-tax of 
25 per cent. In the New South Wales Act a distinction is made 
between those of local domicile and those of foreign domicile, the 
rates of the latter being heavier than on the former. In Tasmania 
rates are graduated from 3 to 15 per cent. The term '' succession 
duty ”, however, does not mean the same as a succession duty 
levied upon the interest of each beneficiary in all the States. Thus 
in Queensland there is an estate duty on the whole estate, and an 
additional tax (graduated according to the total value of the 
estate) is levied upon the beneficiaries. This latter tax is called 
^ Succession Duties Act, 1907. 2 Succession Duties Act, 1906. 
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a succession duty, althougli it is determined by the value of the 
whole estate. Where the total value of the estate passing to wife 
or lineal issue is below £500, no duty is charged. If it exceeds 
£500 but does not exceed £2500, one-half of the prescribed rate is 
charged. If it exceeds £2500 but does not exceed £5000, two- 
thirds of the prescribed rate is charged, and where the successor 
is not a stranger in blood but is other than the wife or husband or 
lineal issue, the duty charged is the prescribed rate plus one-half, 
but not more than 15 per cent. Where the successor is a stranger 
in blood, the duty charged is double the prescribed rates, but does 
not exceed 20 per cent. In Queensland, in short, there are two 
estate duties in reality, the so-called succession duty being 1 per 
cent more than the probate duty or estate duty proper. In South 
Australia, death duties, unlike those of other States, are in the 
form of a succession duty similar to that levied in Great Britain. 
Real property in South Australia and personal property, wherever 
situated, are dutiable if the deceased person was domiciled in 
South Australia. Duty payable outside the State on any property 
not situated in South Australia may be deducted from the duty 
payable thereon in South Australia. 

In Queensland probate duty is charged hi respect of probate 
or letters of administration in respect of the Queensland estate 
of the deceased person, and is payable only on the personal estate 
which comes into the hands of the executor or administrator. 
Succession duty of a special nature is also levied according to 
the aggregate successions, with rebates on the shares of closer 
relations. In South Australia, death duty, unlike that of other 
States, takes the form of a true succession duty, as already noted. 
Death duties have long been an important source of revenue for 
the States which adopted in this field of taxation progressive 
rates sixty years ago, Victoria leading the way in 1870. 

In New Zealand death duties were first levied in 1881 at a pro- 
gressive estate duty from 2 per cent on the first £1000 to 10 per 
cent on the excess over £50,000. Four years later progression 
became steeper. Spouses, however, were exempted and strangers 
in blood had to pay 3 per cent in addition. In 1909 estate and 
inheritance legislation was passed, the rates in both taxes being 
progressive as hitherto. The estate duty valued from 1 to 15 per 
cent, and the succession tax included a discrimination according to 
consanguinity. Death duties are now levied in accordance with 
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fclie Act of 1921 .1 The estate duty ranges from 1 per cent on estates 
not exceeding £1000 in value to as high as 20 per cent on estates 
of more than £100,000, with an additional tax of 10 per cent on 
the excess over £100,000. The succession duty is also payable by 
the beneficiaries according to relationship. An exemption from 
duty is made in favour of charitable trusts, and special provision 
is made both in estate duty and in succession duty for widows 
and small estates. Thus if the final estate is not worth more than 
£10,000, any interest acquired by the wife up to £5000 is exempted 
from duty, but the rate of duty on the whole estate must be deter- 
mined before the deduction is made. An exemption of £5000 is 
also allowed in the case of wiie and lineal descendants or lineal 
ancestors of a soldier who has met his death on account of the 
late War. The succession duties vary from 1 to 20 per cent. 
An additional 10 per cent of the excess over £1000 is levied in 
respect of moneys payable to persons domiciled out of New 
Zealand, and 'where the beneficiary is not the husband or wife of 
the deceased or a relative of the deceased within the third degree 
of consanguinity. As compared with the rates in the Union of 
South Africa, the New Zealand rates are high. 

Cape Colony had a succession duty prior to the Union Death 
Duties of 1922 which dated from 1864, which varied from 1 per 
cent on property going to ancestors or descendants of the 
deceased, 2 per cent to brothers and sisters, 3 per cent to nephews 
and nieces, and 5 per cent to others. In 1908 these rates were 
raised to 3, 6, 9, and 15 per cent respectively. The Orange 
Free State had an Act on similar lines, also from 1864. The 
Transvaal had an estate duty from 1871, and Natal a succession 
duty similar to that of the Cape from 1905. There is also the 
Union Act,- which provides for both the estate and succession 
duties on British lines and is applicable throughout the Union. 
The Act of 1922 superseded and consolidated the legislation up to 
then in force. An estate duty on the total estate of every person 
dying is charged at the rate of half per cent on estates up to £2000, 
and from £2000 to £3000 1 per cent, and on an ascending scale up 
to 17 per cent on over £75,000. The rate of duty upon the duti- 
able amount of succession is 2 per cent where the successor is a 
direct descendant or ascendant of the predecessor, 4 per cent 
where the successor is the brother or sister of the predecessor, 
1 No. 21 of 1921. “ Death Duties Act, 29 of 1922, amended by 31, 1925. 
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6 per cent where the successor is the descendant of the brother 
or sister of the predecessor, and 10 per cent where the successor 
is otherwise related to the predecessor or is a stranger in blood or 
is an institution. Provision is made for the valuation of the 
property when the succession consists of limited interests therein, 
and for the refund of a proportionate duty paid should the 
succession lapse and the interest pass to another. A succession 
accruing from any predecessor to his surviving spouse, and any 
succession accruing to any public institution of a charitable, 
educational, or ecclesiastical nature, or any succession accruing 
to any provincial administration or municipality or any other 
local authority are exempt from succession duty. 

Death Duties in India 

The Moghul emperors asserted their rights to inherit the 
estates of their official nobility and sometimes of their wealthier 
merchants. Bernier has preserved a letter from Auraiigzeb to 
his father, the Emperor Shahjehan, a part of which reads as 
follows : “We have been accustomed, as soon as an Omrah 
(noble) or a rich merchant has ceased to breathe, nay, sometimes 
before the vital spark has fled, to place seals on his coffers, to 
imprison and beat the servants or officers of his household until 
they made a full disclosure of the whole property, even of the most 
inconsiderable jewel. This practice is advantageous, no doubt ; 
but can we deny its injustice and cruelty ? ” Aurangzeb, how- 
ever, did not give up the practice during his reign. The yield 
from this source was immense — amoimting to 19 karors (crores) 
of rupees^ on the death of Asaf Khan in 1641. In regard to 
officials, this confiscation may be said to have been part of their 
contract of service, and it is only fair that the State should take 
what they had accumulated by their rapacity. In regard to 
merchants, however, this system must have handicapped trade 
and industry considerably.^ 

^ This is probably an exaggeration, but it shows how productive the windfall 
was. The Zamorins of Calicut imposed death duties on the value of the 
Mohammedan landholders’ estates at a rate of 25 per cent. Some of the Indian 
states {e.g. Bikanir, Indore, Bhawalpur, and certain of the states of Western 
India) have their own death duties. Bikanir, for example, levies an estate 
duty at a rate varying from per cent to 20 per cent according to the 
relationship of the beneficiary to the decedent. 

“ Quoted by Moreland in Akbar to Aurangzeb^ London, Macmillan, 1923. 
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In India at present there are no estate or succession duties. 
There are, however, certain small fees which up to 1910 were 
levied at a flat rate of 2 per cent on the value of property exceed- 
ing Rs.lOOO, collected under the Court Fees Act of 1870, when 
probate and letters of administration are granted to an executor 
or administrator. By the Act of 1910 (Act VIL) the rates were 
graduated 2 per cent on properties valued between Es.lOOO and 
Es. 10,000, 2|- per cent between Es.10,000 and Es.50,000, and 
3 per cent on property exceeding Es.50,000. Since then in 
certain provinces the rates have been raised, as for example, 
to 5 per cent in Bengal, Bihar and Orissa, and Assam, and 
to 7 per cent in Bombay. Where there is no will, it is un- 
necessary to take out letters of administration except in one 
instance. Where there is a wiU, it is necessary to take out 
probate or letters of administration as the case may be, before 
the will can take efiectd Moreover, Indians, especially Hindus, 
generally do not make wills. The necessity of obtaining revenue 
from estate and succession duties is obvious to-day when 
Provincial Governments are faced with the duty of intro- 
ducing free and compulsory primary education, and also the 

1 The law on the subj ect at the present time is briefly as follows : The Indian 
Succession Act of 1865 provides that, m the case of Parsees and Christians, 
probate and letters of administration have to be taken out when a claim has 
to be established in a court of law. Under the Hindu Wills Act of 1870, as 
amended by Section 154 of the Probate and Administration Act of 1881, Hindus, 
Sikhs, Buddhists, and Jains who, residing in Bengal and in the towns of Madras 
and Bombay, desire to establish a claim as executor or legatee in a court of 
law, have to take probate or letters of administration in respect of wills and 
codicils made in these places. If wills and codicils are made outside those 
areas, and if they refer to immovable property within those areas, probate and 
letters of administration have also to be taken. If claims have not to be 
established in a court of law, the talcing of probate and letters of administra- 
tion is optional. The Succession Certificate Act of 1889 applies to all outside 
the presidency towns of whatever community when the deceased ordinarily 
resided at the time of his death within the jurisdiction of a district court, 
or, having no fixed place of residence at the time of his death, left property 
within the jurisdiction of a district court. Succession certificates are granted 
to facilitate the reahsation of debts and the transfer of securities, but are 
unnecessary unless a suit has to be instituted and a decree to be obtained. 
Banks, however, as a matter of practice, require a succession certificate. 
Section 9 of the Administrator- General’s Act of 1913 provides that letters of 
administration shall be taken by the Administrator- General under certain 
circumstances, but this section excludes Indian Christians, Hindus, Moham- 
medans, Parsees, Buddhists, and those exempted by the Governor-General in 
Council under Section 332 of the Indian Succession Act of 1865. The effect 
of all the legislation is that probate, letters of administration, and succession 
certificates are taken only by a small portion of the population of India. 
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duty of performing other social services which will increase the 
productivity of the major portion of the population of the poorer 
classes. Up to the present time the financial aspect has scarcely, 
if ever, been raised, and it is only since the War that this question 
has come into prominence. “A tax on succession or on acquisition 
by survivorship in a joint family ’’ was included as a provincial 
tax in the Reforms which came into operation in 1921-22. The 
apphcation of this overdue tax was thus contemplated, but has 
not yet been introduced into or passed by any legislature. 

The question may be considered from two points of view : 
(1) The making of all successions liable to taxation. In regard to 
this, the difficulty of the joint Hindu family system, where there is 
no inheritance, joint family property being acquired by survivor- 
ship and not by succession, will have to be examined. (2) The 
imposition of an estate duty on the property as a whole at the 
time when it passes from the dead to the living. All families 
would be liable to this duty, including (a) non- joint Hindu families, 
and (b) joint Hindu families, on the share of the deceased ancestor 
or coparcener, including that of his direct descendants. 

The best method to make all successions liable to taxation as 
in the self-governing Dominions and in most other countries is 
(1) to levy a succession duty ^ on every person inheriting by will, 
succession, or settlement taking effect on the death of the settlor. 
Property below a minimum amount, say Rs.lOOO, may be 
exempted. The duty would be leviable on real and personal 
property. Unless there is an efficient administrative stafi the 
duty on personal property may be evaded without difficulty. (2) 
Where the beneficiary who succeeds is a husband or wife of the 
deceased or is a lineal descendant or ancestor, a lower rate of duty 
may be levied than in the case of collaterals or strangers. Nearer 
relations should be taxed at a lower rate than more distant 
relatives, and a much higher rate of progression should be intro- 

^ A succession duty cannot be considered objectionable, not even on 
grounds of expediency. It is no reason to urge that the joint family is similar 
to a corporation wliich never dies, in spite of the death of a particular member 
of the family, and on this account should not be taxed. A great deal has also 
been made of the fact that there is plurality of heirs recognised by law in India. 
This makes the imposition of the tax little more difficult than otherwise it 
would be, but in course of time it would not be at all difficult or expensive to 
collect, owing to the lack of uniformity in classification of heirs. No reform is 
more overdue in Indian finance than the introduction of a considered scheme 
of inheritance taxation which should be federally collected and apportioned to 
provinces on the basis of their relative taxable capacity. 

VOL. n E 
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duced than at present. (3) The person becoming liable to 
succession duty should be compelled by statute to report his 
liability within a specified time to the Collector or to a suitable 
revenue authority of the District in which the property movable 
or immovable is situated. As in Australia, France, and other coun- 
tries, various maximum penalties for offences may be prescribed. 
Thus in the Commonwealth Estate Duty Assessment Act, which 
came into force in December 1919, penalties were prescribed for 
(a) the obstruction of any ofiGtcer acting in the discharge of his 
duty under the Act or the Eegulations ; (b) the failure or neglect 
to duly furnish a return ; (c) the refusal or neglect to attend and 
give evidence when required ; (d) the making or delivering (know- 
ingly and wilfully) of any false return ; (e) the under-statement of 
the value of an estate with intent to defraud ; (/) the evasion 
of assessment or duty by fraud or wilful act, default, or neglect. 
The Act also makes the last two indictable offences, and pre- 
scribes a maximum penalty of £500 or imprisonment for three 
years. (Sections 46, 47, and 48.) Similar provisions suitable to 
India will be necessary. In some cases the penalty clause may 
be double the duty. Fictitious partitions or gifts in anticipation 
of death, henami transactions {i.e. nominal transfers), should be 
guarded against, and the three years’ rule in Great Britaiu should 
be followed. When fictitious transfers are made within three 
years before the death of the transferor in order to evade payment 
of succession duty, such transferred property may be held liable to 
duty. Steps might be taken to see that partitions, gifts, etc., are 
bona fide and are acted upon. (4) The duty should be progressive, 
increasing with the value of the property just as the duty 
decreases with the nearness of relationship. (5) As real property 
will come largely under this, the administration of the Act may be 
entrusted to the Eevenue Agency, but in order to ensure effective 
administrative control from above, and to secure uniform pro- 
cedure and taxation in the different proviuces, the Board of 
Central Eevenue, New Delhi, must be entrusted with the care 
and management of the Act, as centralized administration is 
necessary even if the proceeds are distributed to the Units of 
the Federation. 

It is necessary that the burden of the tax should be fairly distri- 
buted among the various communities, and this raises the difficult 
question of the joint Hindu family, where, so long as the family 
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remains joint, no individual member ^ bas, with rare exceptions, 
any interest which he can dispose of by will. Property is acquired 
not by succession but by survivorship. Acquisition by survivor- 
ship in the case of joint tenancies in England to-day is subject 
to duty.^ In England, however, on the death of a joint tenant 
the siuviving tenant becomes entitled to the property, but the 
son of the deceased joint tenant has no claim whatever. In 
the case of the joint Hindu family system the male descendants 
of a deceased coparcener are themselves coparceners. The 
exceptions just referred to regarding testamentary dispositions 
are, in the words of Manu : “ what one brother may acquire by 
his labour without using the patrimony, that acquisition made 
solely by his own effort he shall not share, unless by his own will, 
with his brother Manu also exempts a present received on 
marriage or with the honey mixture.^ Thus a joint family is 
joint in regard to property, religion or worship, and joint in 
regard to the eating of food except when a brother has to live 
apart on account of his work in another place when a common 
mess is not possible, and even then the family still lives joint 
in property, religion, or worship, though not completely so in 
food. The two schools of Hindu lawyers — the Mitakshara and 
the Dayabhaga — diher in regard to the question of partition. 
According to the Mitakshara school, which is in force outside 
Bengal, the son immediately on birth becomes a co-owner or 
coparcener if he is within three generations, excluding the 
owner or the head of the joint family. These coparceners own 
the family property not as individuals but as a corporation. 
No single member possesses any ownership at all, except in 
self-acquired property as mentioned above. Under the Daya- 
bhaga system the members of the family are owners of their 
undivided shares, and the sons take no interest in the family 
property in the lifetime of their father. Their interest, in short, 
is acquired by death and not by birth. Under the Mitakshara 
system, on the other hand, the interest of a coparcener varies 

^ A member of a joint Hindu family can claim as a right (1) partition if 
a coparcener, coparcenary being limited to males witliin three generations in 
unbroken male descent, excluding the head of the family, and (2) maintenance. 
A wife, for example, can claim from the joint family property only maintenance. 

" Section 2 (1), b and d of the Finance Act of 1894, and Section 3 of the 
Succession Duties Act of 1853. 

^ Cf. Mayne, Hindu Law and Usage, ch. viii. ; Maine, Early Law and 
Custom, ch, viii. 
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with, the death or birth of other coparceners. The share of 
a coparcener in Bengal is treated as individual property which 
may be liable for debts. The share of the Mitakshara coparcener 
cannot be seized for his separate debts unless a decree is obtained 
and the property attached during his lifetime.^ The difficulty 
thus arising in the case of Mitakshara coparceners could be 
surmounted by finding out what the interest of the deceased 
in the property would have been if he had demanded partition 
just before his death. The question arises, why not tax the 
acquisition ^ of property by birth as well as by death 1 Every 
coparcener acquires an interest in the joint family property by 
birth. Again, the interest of the remaining coparceners increases 
by deaths and decreases with births in the family. If the 
interest which is increased by death is taxed, why not compensate 
diminution of interest by birth ? If a duty is to be levied at 
the death of each infant coparcener, Hindu susceptibilities will 
be wounded, and the duty would constitute a real hardship 
owing to the frequency of the levy. Acquisition by birth may 
be left alone, as the object is to impose death duties. No 
compensation can be given for diminution of interest by birth, 
as compensation at birth and duty on death would tend to cancel 
each other, and the tax would then be unproductive. Moreover, 
there is no case at all for such compensation if we consider the 
question of equal taxation among difierent communities, e.g. 
Hindu, Mohammedan, Christian, or Parsee. Duties on the 
death of infant coparceners may, as will be seen later, be avoided 
altogether if the suggestion in the next paragraph is adopted. 
In order, then, to levy death duties on property acquired by 
survivorship, one of the following systems may be adopted. 

The liability of the estate to duty may be limited to the 
occasion of the death of a coparcener of the oldest generation 
of the joint family. Thus in a family of three brothers and 
their children living in a joint family, succession duty would 
be payable only when each of the three brothers dies, and the 

1 A mere attachment of the property before judgment will not suffice (Subrao 
V. Mahadevi (1914), 38 Bom. 105). See also Laxman v. Vinayak (1916), 40 
Bom. 329. Cf. MuUa’s Principles of Hindu Law^ p. 254 (Bombay, 1919). 
There is, however, an exception in the case of a father’s legal and moral 
debts, as sons are under a pious obligation to discharge such debts even from 
their share in the coparcenary property. Op. cit p. 236. 

2 This term is not intended to cover compensation for diminution by birth. 
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duty on each, occasion would be on the amounts aggregating to 
one-third of its total value. The duty would not be levied on 
the death of any of the children, but only when one of the three 
brothers dies. If the three brothers die, and if there were five 
children and some grandchildren remaining, then succession 
duty would only be levied on the death of any of the five 
children, and it would be levied on each occasion on one-fifth 
of the total of the estate, and so on for each generation.^ The 
advantage of this scheme is that it leads to equality of taxation 
among the different communities, Hindus, Mohammedans, 
Parsees, Christians, etc. A possible objection is that the tax 
is levied on a higher share than what a deceased coparcener 
would be entitled to. Eor example, to take an extreme case, 
when a Hindu dies leaving sons but no ascendants or collaterals, 
the whole property will be taxed and not merely the father’s 
share. This is, however, not of importance in view of the fact 
that the equality of taxation among communities far outweighs 
any possible disadvantages that may result. The higher share 
referred to above does not mean that Hindus are taxed on a 
higher scale than others. It only aims at placing Hindus on 
the same footing as other communities. 

Other possible methods are (1) to levy taxation only when 
the head of the family^ dies, or (2) when the surviving copar- 
ceners all belong to a lower generation than the deceased 
coparcener. The first of these alternative methods may be 
given effect to by taxing either the whole of the property or the 
share that would have accrued to the head of the family if 
partition had taken place immediately before his death. The 
following example may be taken. Suppose A is one of three 
brothers, and if A dies the whole of the property will be subject 
to the tax. B then becomes the head of the family, and when 
B dies the whole of the property is again taxed. When C 
becomes the head of the family and dies, the whole property 
pays a tax for the third time. In England the property descends 
to the sons. In India, however, the property by survivorship 

^ The succession duty is not to be levied on the coparcener’s share as a 
whole, but on the amounts by which the survivors are benefited. This in 
the aggregate will come to the share of the deceased coparcener. 

2 jBy “ head of the family ” in this proposal is meant a coparcener of the 
oldest generation of the family, and not any member of a lower generation, 
although the latter may look after the family aSairs. 
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goes to the sons or brothers. In the latter case, therefore, this 
would tax the brother who dies not merely according to his share 
of the property, but according to the value of the shares of the 
remaining brothers and sons, or coparceners, which would mean 
in efect a heavier burden on the estates of Hindus than would, 
perhaps, be justified. If, on the other hand, the share of the 
deceased head of the family alone is to be taxed, a part of 
the property would escape taxation during each generation. 
For example, if C dies before A and B leaving sons, no tax will 
be levied as G is not the head of the family. On A’s death 
one- third of the property will pay the tax. On B's death 
another one-third pays the tax, as he was the head of the family. 
Thus two-thirds of the property only pays the tax in a generation 
and C’s one-third escapes taxation. 

An alternative scheme is to tax property when the copar- 
ceners all belong to a subsequent generation than that of the 
deceased. Thus A and his sons B, C, and D form a joint Hindu 
family. A dies; B, C, and D pay duty on A’ s share. Subsequently 
B dies, but no duty will be paid as C and D belong to his generation. 
C’s son E dies during C’s lifetime. No duty is payable. The 
drawback to this method is that Hindus will be taxed less than 
other Indians because the tax is to be levied only when all the 
coparceners belong to a subsequent generation. It is suggested 
that to compensate for the fewer occasions on which the duty 
will be leviable a higher rate may be levied in such cases. This 
presupposes that it will be possible to arrive at the number 
of occasions on which the duty is not levied on the Hindu as 
compared with other communities. In the absence of this the 
fixing of a higher rate of duty will be somewhat arbitrary. All 
things considered, therefore, the first proposal seems to be suitable 
for adoption. 

Another proposal is to levy in the first instance a succession 
duty on acquisition by legacy and by succession, but not by 
survivorship. It may also be feasible to extend the cases in 
which probate and letters of administration should be taken out, 
when a complete statement of accounts of the deceased’s property 
will be required. In regard to the former this is only a half 
measure, and the second will not be an estate duty proper as 
levied in other countries. 

Next with reference to the levying of an estate duty on pro- 
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perty in India passing on death by succession, survivorship, or 
settlement. For purposes of estate duty all property passing on 
death may be aggregated and treated as one. The liability to 
pay duty may be determined by gross assets, but the tax may be 
collected on the net value of the property, due allowance being 
made for liabilities. Arrangements may be made, as in Great 
Britain, Germany, Japan, Chile, and other countries, to reduce 
the amount of estate duty if it falls due within a short period 
after the payment of the previous duty. For example, when the 
second death occurs within one year of the first death the duty 
may be reduced by 50 per cent, and by an annual reduction of 
10 per cent for each year down to 10 per cent when it occurs 
within five years of the first death. This reduction need not be 
granted in the case of joint family property passing by survivor- 
ship when deaths occur among members of the same generation, 
as in such instances the share of the deceased coparcener only 
and not the whole property is to be taxed. This is, in effect, an 
estate duty, as it falls on the whole share of the deceased copar- 
cener.^ In the case of non-joint families it will fall on the whole 
estate. In Great Britain, if property consisting of land or a 
business passes on death a second time within five years of the 
first death, allowances are made from 50 per cent where the 
second death occurs within a year of the death down to 10 per 
cent where the death occurs more than four years later than the 
first death. In the United States by a law of 1918 no tax is 
charged upon a second succession if occurring within five years 
of the succession upon which estate duty has been paid. The 
fees chargeable may be graduated. The Commonwealth Estate 
Duty Assessment Act of Australia fixes, for example, 1 per cent 
where the total value of the estate after deducting all debts 
exceeds £1000 and does not exceed £2000, and 1 per cent with an 
additional percentage of one-fifth of a pound for every £1000 or 
part of £1000 in excess of the sum of £2000, but so that the per- 
centage shall not exceed 15 per cent. Duty is levied at two-thirds 
of these rates on so much of the estate as by will, intestacy, gift 

^ The distinction between an estate duty and a succession duty is that the 
former falls on the deceased’s estate as a whole, while the latter falls on the shares 
of the successors. In the case of a Hindu joint family, an estate duty may be 
levied on the deceased coparcener’s share in the estate as a whole, and a succes- 
sion duty on the difierent parts of the deceased coparcener’s share devolving on 
the surviving coparceners. 
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inter vivos, or settlement passes to the widow or children or grand- 
children of the deceased person. Arrangements should, as in the 
case of the succession duty, be made for the reporting of all 
liability to estate duty when it occurs. 

IX. The Crown Colonies 

10. In Ceylon the collection of estate duties has been in force 
since July 1919.^ The estate duty includes property of which the 
deceased was at the time of his death competent to dispose. The 
Commissioner of Stamps is entrusted with the administration of 
the Ordinance, but an appeal lies against his decision to the dis- 
trict court. The whole property of the deceased is liable to estate 
duty, including property in which he had an interest at the time 
of his death to the extent to which a benefit accrues or arises by 
the cesser of such interest, property to which the deceased was 
once absolutely entitled which owing to some disposition of his 
passes by survivorship to another. Property passiug to bona fide 
purchasers for full value, small annuities not exceeding Ils.250, 
and books and works of art of national interest bequeathed to 
public bodies are not subject to duty. Property reverting to the 
settlor under certain circumstances is also exempted. A statutory 
obligation is laid on the executor to furnish within twelve months 
of the death of the deceased a full and true statement of the 
property of the deceased, penalty for non-compliance being double 
the duty, and a person making a false affidavit is punishable for 
giving false evidence. For purposes of duty the whole property 
is valued to arrive at the price which it would fetch in the open 
market. The rates of duty vary from 1 per cent on amounts 
exceeding Es.l500 but not exceeding Es.7500, 2 per cent on 
amounts exceeding Es.7500 but not exceeding Es. 15,000, 3 per 
cent on amounts exceeding Es. 15,000 but not exceeding Es.75,000, 
4 per cent on amounts exceeding Es.75,000 but not exceeding 
Es. 150,000, 5 per cent on amounts exceeding Es.150,000 but not 
exceeding Es. 300, 000, 6 per cent on amounts exceeding Es. 300, 000 
but not exceeding Es.600,000. An estate of the value exceeding 
Es.l5 lakhs and not exceeding Es.25 lakhs would pay 10 per cent, 

^ Ordinance No. 8 of 1919, Government Record Office, Colombo. The rules 
under this Ordinance are pubhshed in the Ceylon Government Gazette of 23rd 
June 1922. 
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and an estate above Rs.52|- lakhs but not exceeding Rs.60 lakhs 
pays a duty of 15 per cent, and the maximum of 20 per cent 
is levied on an estate of Rs.l50 lakhs and over. In addition 
there is a separate settlement estate duty where the property is 
settled. 

In the Straits Settlement under the Stamp Ordinance of 1907 
there is a progressive rate which extends to 7 per cent, and in 
Hong Kong ^ similar legislation has been in force from 1901 and 
the rate varies from 1 to 8 per cent. In the Bahamas fees are 
levied on the value of the estate and do not exceed 2 per cent.^ 
In the Barbados a duty is levied by the Estates Duty and 
Absentees Act, 1895. In Trinidad and Tobago there is the Will 
and Legacy Duty Ordinance of 1888, where the lineal ancestor 
pays less per cent than do others, the maximum rate being 6 per 
cent. In British Guiana there is the Tax Ordinance of 1892. In 
Jamaica, probate, legacy, and succession duties are payable, and 
in the Leeward Islands there is the Stamp Act of 1887. In the 
Ealkland Islands,^ Sierra Leone ^ there is similar 

legislation. In the Falkland Islands the maximum rate is 4 per 
cent under the Probate and Unrepresented Estate Ordinance, 
1901. In Fiji succession duties vary from nil to 10 per cent 
under legislation first imposed in 1882. 

X. The United States 

11. In the United States there are one or two important points 
which require emphasis. The first of these is that the Units of 
the Federation have in recent years adopted a system which 
might well be the envy of other federations. Half a century ago 
there were only a dozen states which levied inheritance taxes. 
To-day, as we have seen, all states, except one, of the Union 
have the system of inheritance taxation. Four of them have an 
estate duty in addition to an inheritance tax. New York in 
1885 started a new era in inheritance taxation by a law which 
applied a 5 per cent rate on shares of real and personal property 
passing to collaterals. In 1891 direct heirs were first taxed. 

^ Stamp Ordinance, 1901, Amending Act, 1902, and Acts of 1909. 

“ The Amended Fees Act, 1899, 62 Viet. c. 14. 

® Probate and Unrepresented Estate Ordinance, 1901. 

* Stamp Ordinance, 1882. 

® Stamp Duty Consolidation and Amendment Ordinance, 1905. 
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The legislation of 1885 became the model for many of the states 
that enacted inheritance tax laws during the last quarter of the 
nineteenth century. In 1903 the Wisconsin inheritance tax was 
the culminating point of this development of inheritance taxation 
when direct heirs as well as collaterals were grouped in five classes 
with a separate schedule of rates for each class. The rates were 
progressive. From this period until 1916, when the Federal estate 
duty became a permanent part of the tax system, other states 
modelled their inheritance tax laws according to that of Wis- 
consin. After the War an additional impetus was given to the 
enactment and perfecting of state inheritance taxation by a 
provision in the Federal estate tax, a provision introduced in 1924, 
by which a rebate was given up to 25 per cent of the federal tax 
for pajmients of state death duties. This has, since 1932, been 
raised to 80 per cent. If a state levied no inheritance taxes the 
Federal Government collected the entire amount of the tax, and it 
was to the interest of the states to adjust their inheritance taxa- 
tion to get the benefit of this credit. The states have thus been 
encouraged to adjust their rates schedules to be four-fifths of the 
rate schedule of the federal tax. To-day 35 states have enacted 
legislation to take full advantage of this Federal state tax provision 
permitting a deduction of 80 per cent from the Federal tax on 
account of death duties. Great progress also has been made to 
avoid double taxation. Thirty-nine states, for example, have 
reciprocity in regard to the taxing of the intangible personality of 
non-resident decedents. Thus the taxation of property belonging 
to a non-resident decedent is waived if the state of the decedent 
domicile does not tax such property or makes reciprocal provision. 
The inheritance laws of the state now apply generally to the trans- 
fer of all real and tangible personality of estates in the state, quite 
irrespective of where the owner was domiciled or where he died. 
Another principle of importance is that the Federal estate duties 
and the state taxes are on the net value of the estate. In recent 
years provisions have been made against evasion. The Federal 
estate duty, fore xample, includes joint estates by survivorship 
and gifts made in contemplation of death. Under this duty, too, 
gifts in contemplation of death are taxed only when they exceed 
$5000 and gifts made within two years before a person’s death are 
subject to taxation. The Federal estate tax takes into considera- 
tion all property of the decedent, except land located in foreign 
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countries. If a beneficiary dies within five years a tax paid to the 
Federal Government on such property is credited against his estate 
after his death. Estates exceeding $100,000 alone come under 
the Federal estate tax, and this appears to be a very high exemp- 
tion. In addition to the fact that in all cases the state inheritance 
taxes apply to the net (and not to gross) estates of resident dece- 
dents, there are the following general characteristics : Most states 
include all classes of property, as for example, where joint estates 
exist the transfer of a decedent’s interest is taxed. The Federal 
Government and a few states tax a surviving husband or a wife 
on one-half of the property. Gifts are taxed in all states, except 
four. All states except two allow personal exemptions to the 
individual beneficiaries or to the state as a whole, the exemptions 
being graduated according to the relationship of the beneficiary 
with the decedent. Exemptions are given to widows to a greater 
degree than to other beneficiaries. Exemptions, too, are allowed 
as a rule to non-resident decedents. The usual method of inherit- 
ance tax law in the states is the taxation of inheritances, the rate 
for collateral heirs being higher than for direct heirs. In recent 
years, however, an estate tax is becoming somew'hat more popular 
owing to the influence of the Federal estate tax.^ 


XL Feance and othee Counteies 

12. Inheritance taxation in France is of greater importance 
than in any other country of Europe, Great Britain alone excepted, 
and is in marked contrast to that of Germany and Italy in its 
productivity. Various reforms have been made in the present 
century. In the first place there has been a considerable steepen- 
ing of rates, especially on distant heirs, and on the size of the 
inheritance. There has also been discrimination since 1917 
against small families. Secondly, the administration of the tax 
is of interest as careful steps have been taken against evasion. 
Ofibcials check the returns with income and other tax returns. 
Experts in the case of business stocks and goodwill are available 
for valuation. Banks and insurance companies cannot make over 

^ For a convenient summary of the United States inheritance taxes see Tax 
Systems of the World, prepared under the direction of the New York State Tax 
Commission, 1934, Chicago, The Corporation Trust Company, 205 W. Monroe 
Street. See also The Taxation of Inheritance, by Shultz, 1926, Boston (Houghton 
Mi£9in Company). 
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property to beneficiaries without the tax receipts for succession 
duties. 'Wdien a joint bank account was opened the depositors 
have to declare within three months the names of the depositors 
and for inheritance taxation the shares of each in the account. 
Arrangements are made with neighbouring States, notably with 
England and Belgium, to furnish details of the property of dece- 
dents in the other country. The penalties for evasion and fraud 
include heavy fines, five years’ imprisonment, and loss of civic 
rights. In 1901 four important changes were made, viz. (1) the 
duties were levied on net (and no longer on gross) capital value ; 
(2) the rates were progressive not on the total estate value, but 
on the increments or slices of inheritance. This is sometimes 
called progression by bracket ” ; (3) where the property de- 
volved upon a person for a life tenancy only and remainder 
interests the tax was determined in accordance with the expecta- 
tion of life of the beneficiary or life tenant ; and (4) administration 
provision was made to prevent fraud and evasion. At the present 
time the tax on succession is composed of (1) the estate duty, which 
varies from 1*2 to 46*8 per cent on the total net estate if it is not 
shared by at least two children ; (2) the transfer taxes or succession 
duties collected again on the share of each heir. The two taxes 
taken together may not absorb a total of more than 40 per cent 
of the inheritance. 

In regard to the German inheritance tax the Dawes Committee 
in their Eeport 1924 pointed out the very inadequate rates of duty 
and suggested that there was considerable room for increased 
taxation under this head After the War there were efforts 
made on the part of Socialists and others to increase the rates of 
this form of taxation, and also to levy an estate duty on the 
British model. Eecently, however, the pendulum has swung the 
other way and the Imperial tax in Germany has become of 
practically no importance as a source of revenue. The tax is 
graduated from 2 to 60 per cent and is retained in its entirety by 
the National Government. In Italy the successions tax is valued 
on the net value. This total is increased by 2 per cent, the pre- 
sumptive value for jewellery and currency and by 5 per cent for 
furniture and fixtures. There are five classes of beneficiaries, the 
rate varying according to the amount of the estate and kinship 
with the decedent. The rate of tax may be as high as 50 per 
^ Report of the First Committee of Experts, 1924 (Cmd. 2105), pp. 60-61. 
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cent in the case of collaterals. The reasons for the unimportance 
of inheritance taxes in Italy may be due to the view of the Fascist 
government in regard to the taxation of the family, viz. it should 
be very low or given up entirely because the family must be pre- 
served at all costs as it is the foundation of national unity. An- 
other reason is sometimes said to be that Italian taxation already 
falls unequally in some parts of the country, especially in Northern 
Italy, but this might be equally well said of the New England 
States of the American Union. 

In Switzerland, as, for example, in the cantons of Berne and 
Zurich, where there are succession duties, the rates vary according 
to the property received by inheritance or gift from residents of 
the canton concerned. In the former the rate varies from 1 to 
30 per cent according to kinship, while in the latter parents, 
husbands, wife, descendants, pay no tax, while others pay from 
3 to 22*5 per cent. In Holland there are five classes of heirs and 
the rate varies from 2*5 per cent to 37 per cent. In Spain there 
are nine classes, the rate varying from 1*2 to 36*9 per cent. In 
Japan, under the law of 1905 as amended by the law of 1926, 
descendants pay from 5 to 16 per cent according to the size of the 
benefaction, and others from 10 to 21 per cent. 
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OTHER DIRECT TAXES 

The surface of the subject of direct taxation has now been 
scratched, but there remain for discussion other direct taxes of 
varying importance. It is proposed to deal with (1) poll or 
capitation taxes ; (2) direct consumption taxes, such as those on 
inhabited houses, huts, carriages, men-servants, and what is now 
important, motor cars or automobiles ; (3) some special aspects 
of the taxation of surplus. In recent years governments have 
devoted considerable attention to the taxation of surplus in the 
form of unearned increment duties, excess profits duties, and of 
the taxation of corporations. The War period threw a new light 
on this last aspect of tax revenue. The Excess Profits Tax in the 
United States yielded in 1918 the largest annual amount ever pro- 
duced in any country by a single tax, 2505 million dollars or £511 
millions sterling. The British tax in five years from 1916-17 to 
1920-21 brought into the Exchequer nearly £1156 millions sterling. 
In the post- War period corporation taxes have increased in 
popularity and have in many countries been very productive. 

Poll or Capitation Taxes 

1 . Poll, head, or capitation taxes are of very ancient origin, and 
although nowhere a major source of revenue, except in Siam and 
the Philippines, are more common than is generally supposed. 
They are to be found in the United States, Canada, Sweden, 
Switzerland, some Balkan countries, the Union of South Africa, 
East Africa, the Fiji Islands, Madagascar, French Somaliland, 
Turkey, Persia, Ceylon, Burma, and in India. In the United 
States poll taxes are only about 0*2 per cent of the total revenue 
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of the States of the Union, and in Sweden 0-1 per cent of the 
total revenue. In Siam, on the other hand, poll taxes are equi- 
valent to one-half of the direct tax revenue. In the Philippines 
they yielded greater revenue than all other sources combined. 
These have at various times been levied upon the conquered as, 
for example, in ancient Greece, where the tax was regarded as a 
badge of slavery. The Romans levied the tax on colonials and 
Islamic rulers on unbelievers. At the present time the existence 
of these taxes may be explained by the lack of tax consciousness 
where there is little regard for justice in the distribution of the 
burdens of governmental expenditures, and to undeveloped 
economic conditions. The tax, too,'" is sometimes used for non- 
fiscal purposes as in the Southern States of the American Union 
except North Carolina. In these states where the payment of 
the tax is a necessary condition of suffrage, it may be used to 
restrict the negro vote or to prevent it altogether. 

In some of the states of the Union it is used as a complement 
to the income tax and assists in checking evasion of the personal 
income tax. In its true form the poll tax makes no allowance 
for the income or other taxes paid by the taxpayer or for his 
family circumstances. Governments have sometimes, however, 
graduated the tax, as in England in 1379 when the tax was gradu- 
ated according to rank, in France in 1701 when the taxpayers were 
divided into 22 classes, and in Russia during the time of Peter the 
Great in 1718 when the taxpayers were divided into three groups. 
The graduation of this tax makes it a type of income tax rather 
than a poll tax. Occasionally the family takes the place of the 
individual as the unit of assessment and exemption is ordinarily 
based on sex, or age, or on both, although social position has 
sometimes been the basis of exemption. The tax is not easy to 
collect, and in many States of the American Union only those who 
pay other taxes pay the tax, which varies from 1 to 5 dollars a 
year per head. It is by no means easy and convenient to collect. 
It is sometimes provided that the tax may be recovered from 
debtors of the person assessed, or from employers. The burden 
of the tax, except on rare occasions, rests on the person taxed. 
If the tax were so large as to lead to an increase in wages then it 
would be shifted t(| the employer. This is rarely the case. Some- 
times when levied as a prerequisite of suffrage it may be shifted 
to political parties who supply the funds to bear the tax. 



584 


THE SCIENCE OF PUBLIC FINANCE 


BK. Ill 


Tlie first poll tax of which, there are details in English history 
is the tallage of groats, 1377. This tax is said to have been 
modelled on the French tax. The tax of 1377 was “ four pence, 
to be taken from the goods of each person in the- kingdom, men 
and women, over the age of fourteen years, except only real 
beggars The tax of 1379 was graduated, as noted, and 
included '' every merchant stranger The two Dukes of 
Lancaster and Bretagne were assessed at 10 marks each 
(£6 : 13 : 4), Earls at 6 marks (£4), and the list included barons, 
baronets, esquires, members of the legal profession, the business 
community, farmers, down to every married man (not of the 
estates foresaid) for himself and his wife, and every man and 
woman sole over the age of sixteen years, except real beggars 
4d.’’ The clergy and the unmarried were also assessed. Com- 
missioners, appointed to assess and collect the tax in the various 
counties and towns, were sworn to faithful performance of their 
duty ; but so difficult did the collection prove to be, that it was 
necessary to get in the arrears by farming the tax. The farmers 
acted with rapacity and insolence. Endless disputes occurred 
regarding the limit of age.” ^ The Wat Tyler rebellion, it is 
said, arose from this impost on account of a dispute over the age 
of a girl whose exemption was claimed as being under fifteen 
years. Poll taxes were also levied on aliens, and a tax of this 
description was granted to Henry VI. for life. In the poU tax 
levied in 1513 in Henry VIII. ’s time wages were taken as one of 
the measures of taxable capacity Under Charles 1. a poll tax 
was voted in 1641 for payment of the Northern Army, and leffied 
upon persons according to their ranks, dignities, offices, callings, 
estates, and qualities ”. It varied from £100 on a duke to Is. on 
those with an income of £5 per annum and 6d. on persons below 
this amount. Poll taxes were levied in 1660, 1666, 1677, and especi- 
ally in William and Mary’s reign up to the year 1698, when they 
were finally discontinued. Samuel Pepys wrote in his Diary, when 
the collectors in December 1660 demanded 10s. for himself and 2s. 
for his servant, that he paid the amount without dispute ”, and 
he naively adds, I put by £10 for them^, but I think I am not 
bound to discover myself ”. No wonder Bacon speaks of the 
English as the least bitten in purse of any nation in Europe ”. 


1 Dowell, History of Taxation and, Taxes in England, vol. i. p. 113. 
2 Every man who had 40s. in wages — 12 pence. 
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In the United States the poll tax is levied by the constitutions 
of 13 states of the Union, and in 9 of these the levy of this tax 
is also permitted to local authorities. The constitutions of 30 
other states permit the imposition of the tax by State or local 
governments. The Federal Government also levies a poll or 
head tax of 8 dollars on every immigrant entering the United 
States. The proceeds of the tax collected within the states of 
the Union are usually devoted to roads, streets, and schools.^ A 
provincial poll tax has been levied by British Columbia since 1917. 
According to the Act males above 21 pay 5 dollars annu- 
ally.'^ Soldiers, sailors, and persons paying income tax, land 
tax, licence fee or a tax on personal property exceeding 5 dollars 
are exempted. In 1925 the total yield was only 172,000 dollars, 
or 2-3 per cent of the total tax receipts of that province of 
Canada. 

In the Union of South Africa a poll tax was levied in the 
Transvaal and the Orange Free State and a hut tax in the Cape 
Province, Natal, and the Transkeian territories before 1925. In 
the Transvaal each adult male native was required to pay a poll 
tax of £2 per annum, with an additional £2 per annum for each 
wife in case he had more than one. In Natal a tax of 14 shillings 
was levied per hut occupied by natives. A hut tax in the Cape 
was charged at the rate of 10 shillings per hut. Legislation 
regarding these hut or poll taxes w^as consolidated by the Natives 
Taxation and Development Act of 1925. Under this Act a general 
tax of £l is levied upon every native male adult domiciled in the 
Union or residing for a continuous period of twelve months prior 
to the date on which the tax falls due. In addition, there is also 
a local tax of 10 shillings for every hut or dwelling situated in a 
native location. This tax, which must not exceed £2 annually, is 
paid by the occupier. Exemptions are granted in certain cases, 
as, for example, those natives who are in necessitous circum- 
stances or who are prevented from working owing to their age or 
some other cause, and those paying an income tax of not less than 
£1 in the previous year. The local tax of 10 shillings in respect 
of every hut is allotted to Native Councils or Boards, while that 

^ Of. Tax Systems of the World (1935, Chicago, Commerce Clearing House 
Corporation Trust Company, 205 W. Monroe Street). 

^ Exemptions include persons over 60 years of age with an income not 
exceeding $700 per annum and those paying provincial or municipal taxes 
amounting to S5. 
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portion of tlie tax collected from areas outside tEe jurisdiction of 
these Councils or Boards, together with 20 per cent of the general 
tax, is paid into a special account called the Native Development 
Account. The proceeds are used for education and other Avelfare 
measures designed for the uplift of the natives. Persons other 
than natives are taxed through a combined poll and income tax, 
a modified form of poll or capitation tax. In the Transvaal all 
bachelors, other than natives, under 25 years of age and not pay- 
ing Union income tax, are taxed at a rate of £1 : 10s. annually. 
Married persons are charged at the same rate, but in addition they 
have to pay 15 per cent of the income tax paid to the Union 
Government in the preceding year in respect of income derived 
from sources within the Transvaal. Unmarried persons of more 
than 25 years are charged at li- times this rate. The revenue 
from this source until recent years was the largest of Transvaal 
revenues. The tax is levied on similar lines but at different rates 
in Natal and the Orange Free State. There is no such tax in the 
Cape Province. 

Women who do not pay Union income tax, and students 
having no income of their own and attending recognised educa- 
tional institutions for three months immediately before the date 
when the tax becomes due, are exempted from the poll tax. If 
the tax is not paid within a specified date a penalty of 10 per cent 
is levied for each month or part of a month in default. Employers 
are entitled to deduct the tax from the wages of their employees 
if the tax is recovered from the former. The taxes cannot be con- 
sidered productive.^ 

In Burma taxes are levied in lieu of the revenue assessable on 
land, and it is confined to certain areas of shifting cultivation in 
certain hill tracts and frontier areas. The taimgya, for example, 
is levied on each male who has completed 18 years of age or on 
each family of persons cultivating the land, the rate being fixed 
from time to time by the Government subject to a maximum of 
2 rupees per annum. ^ The ihatliameda collected in Upper Burma 
is a tax in the main on non-agricultural incomes and is an appor- 
tioned tax. There is also in Lower Burma a capitation tax which 
is not apportioned. It is a fixed payment in money and collected 

^ Native taxes in 1933-34 were £910,000 only out of a total from national 
taxation of £29,965,000. 

^ Section 33 of the Burma Land and Revenue Act of 1876. 
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from males between the ages of 18 and 60 yearsd In Assam an 
annual tax on any person above the age of 18 years cultivating 
land during the year of assessment, or on each family or house of 
persons, is levied in place of the land tax or revenue. The taxes 
are as a rule levied on the household at the rate of 2 or 3 rupees per 
family, and are levied on tribes in undeveloped tracts where it is 
not possible to collect land revenue on any systematic basis. In 
British Baluchistan a similar tax is levied on graziers who move 
about from place to place, which is analogous to the poll taxes of 
Burma and is graduated according to the size of the flock-owners. 
These taxes in India as in Burma date from pre-British times and 
are suitable to the primitive conditions obtaining in these 
parts. 

The main objections to capitation taxes are that they are 
inconvenient and do not take into account the real ability of the 
taxpayer to pay, being usually regressive, and also that they are 
unproductive and often expensive to collect, as evasion is not 
difficult. The principal argument in favour of these taxes is their 
universality, each citizen contributing to the cost of government 
whose existence is brought home to him through the tax. In 
Adam Smith's view '' capitation taxes are levied at little expense, 
and, where they are rigorously exacted, afford a very sure revenue 
to the State. It is upon this account that in countries where the 
ease, comfort, and security of the inferior ranks of people are little 
attended to, capitation taxes are very common. It is, in general, 
however, but a small part of the public revenue, which, in a great 
empire, has ever been drawn from such taxes ; and the greatest 
sum which they have ever afforded, might always have been found 
in some other way much more convenient to the people.” “ Its 
use as a complement to the income tax in the form of a flat-rate 
tax is of some importance as it may check personal income-tax 
evasion. It is for this rea.son that tax administrators sometimes 
favour its retention. 

^ Section 34 of the Burma Land and Revenue Act of 1876. Because it is 
levied as a flat rate and has never lost the stigma attached to its having originally 
been a tax imposed by the Burmese kings on the conquered, it is unpopular. The 
rate is Rs.5 for married men and half that rate for single men. 

“ The Wealth of Nations, Bk. V. ch. ii. jit. ii. art. iv. Montesquieu (U Esprit 
des lois, Bk. XIII. ch. xiv.) thinks that these taxes are looked on as badges of 
slavery, because they are fixed at so much per head. Adam Smith (Bk. V. 
ch. ii. pt. ii. art. ii., Cannan edit. vol. ii. p. 354) remarks that “ every tax, how- 
ever, is to the person who pays it a badge, not of slavery, but of liberty 
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Direct Consumption Taxes 

2. Direct consumption taxes are strikingly insignificaiit in 
modern tax systems. An exception, however, must be made in 
the case of automobiles or motor cars, the taxation of which has 
been in Great Britain and France unusually productive. Indirect 
consumption taxes have taken the place of these direct taxes. In 
these days of industrial progress it is, for example, more easy, and 
certainly more productive, to collect revenue from taxes imposed 
at a particular stage of manufacture than from a scattered body 
of consumers. Moreover, direct consumption taxes are usually on 
luxuries or non- necessaries. Taxes, then, on these are inelastic 
and unproductive, especially when compared with excise duties. 

In Great Britain the direct consumption taxes are licences ^ on 
carriages and motor cars, armorial bearhigs, male servants, 
together with the game, gun, and dog licences. The inhabited 
house duty, abolished from 1924-25, was found to be a con- 
venient mode of assessment on account of the universal use of 
houses. The house rent paid is usually a good criterion of one’s 
income, and accordingly of one’s taxable capacity. Probably on 
account of the difficulty of obtaining actual rents, recourse was 
had to the taxing of hearths and windows. The former tax was 
abolished after the Be volution on account of its inquisitorial 
nature, and a tax of two shillings on every inhabited house, with 
additional taxes if there were ten windows or more, was imposed. 
A tax on the basis of windows is to be condemned as a tax on 
ventilation. This was afterwards modified to a window tax from 
2d. to 2s. per window.^ The objection to this type of tax is that it 
falls more heavily on the poor than on the rich. Until April 1924 
the inhabited house duty was a permanent direct tax upon 
occupiers of dwelling-houses based on the annual letting value. 
In the administrative county of London the annual value de- 
pended on the quinquennial valuation under the Valuation 

^ Consumption licences are to be distinguished from trade licences, e.g. those 
granted in Great Britain to distillers, brewers, auctioneers, house agents, pawn- 
brokers, and dealers in plate. 

“ “ The window tax, as it stands at present (January 1775), over and above 
the duty of three shillings upon every house in England, and of one shilling 
upon every house in Scotland, lays a duty upon every window, which, in 
England, augments gradually from twopence, the lowest rate, upon houses 
with not more than seven windows, to two shilhngs, the highest rate, upon 
houses with twenty-five windows and upwards ” {The Wealth of Natio'us, Bk. 
V. ch. ii. pt. ii. art. i., Cannan edit. vol. ii. p. 330). 
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Metropolis Act, 1869. Tlie last new assessment was made in 1921, 
and for tlie rest of Great Britain a new assessment came into 
force for 1923-24, the previous assessment having taken place in 
1910. The rate of duty ^ for private dwelling-houses, i.e. except for 
farm-houses, hotels, public-houses, coffee-shops, residential shops, 
or lodging-houses, was 3d. in the £ if the annual value is £20 or 
more and does not exceed £40, exceeding £40 and not exceeding 
£60, 6d., and exceeding £60, 9d. For farm-houses, hotels, piddic- 
houses, coffee-shops, residential shops, or lodging-houses the rates 
within these limits were respectively 2d., 4d., and 6d. A house 
let in tenements or flats ^ and inhabited by two or more persons or 
families was usually subject to one assessment only, except in 
certain cases, i.e. a house providing separate dwellings may be the 
subject of a separate assessment for each dwelling of an annual 
value not exceeding £60. The taxation of houses is hardly a 
suitable source of revenue for a State or Federal Government, 
which should tax only incomes from houses, leaving the taxation 
of houses to local bodies. The house duty yielded in 1923-24, 
i.e. the last year for which it was in force, only £1,900,000 out of 
a total tax revenue of £718,000,000. The tax was abolished in 
1924, and the British Chancellor of the Exchequer remarked that 
it was to large sections of the working professional classes of very 
moderate means an unnecessary and irritating addition to more 
necessary and appreciable burdens. He also said that the re- 
mission would be a greater relief to the married man with an 
income of £500 a year than a reduction of 6d. in the income tax. 

The present duties on carriages, men-servants, and armorial 
bearings belong with the house duty to a class of taxes hitherto 
known as the assessed taxes. Before 1785 the taxes on carriages 
and male servants were under the commissioners of excise, while 
the then new taxes on saddle, carriage, and racehorses were under 
the commissioners of stamps and were termed “ unstamped 
duties of stamps The window tax and inhabited house tax 
were under the commissioners for the affairs of taxes. In 1785, 
to prevent fraud and evasion and to secure more efficient adminis- 
tration, Pitt placed all these taxes which fell on the luxurious 
expenditure of the rich under one authority, the board of taxes, ^ 
and these taxes, viz. those on houses, carriages, men-servants, 
saddle and carriage horses, and racehorses, came to be known as 
1 1921-22, 2 3 VIL c. 46, § 11. ^ 25 Geo. III. c. 47. 
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the assessed taxes. Hair powder and armorial bearings were 
subsequently added. Those on horses and hair powder have been 
remitted. Dog and sporting licences, although not assessed 
taxes proper, are analogous. The tax on motor vehicles is 
now a very productive tax. The yield in 193t was nearly £30 
millions. The present system of motor taxation was recom- 
mended by a representative Departmental Committee as being 
the fairest and best. There have been few complaints other than 
those raised against any form of taxation. Special rates are fixed 
for taxis, tractors, and for cars used solely for the conveyance of 
goods in the course of trade. Fire-engines and ambulances or 
road-rollers kept by a local authority are exempted from taxation. 
Other motor vehicles not exceeding 6 h.p. or electrically propelled 
pay £4 : 10s., and exceeding 6 h.p. for each unit or part of a unit 
of h.p., 15 shillings. 

Although the French tax on doctors and windows was annulled 
for State purposes by the law of 31st July 1917, when the sche- 
duled income taxes took its place, there are still direct consumption 
taxes such as the tax on furnished houses, on horses, wagons, 
donkeys, mules, gamekeepers, apprentices, dogs, bicycles, and 
automobiles. In some cases the proceeds go to the State as in 
the case of the taxes on gamekeepers ; those on apprentices and 
bicycles go to the State while others go to the communes, such as 
the dog tax ; others such as those on horses, donkeys, and auto- 
mobiles are shared. The tax on automobiles, which is graduated 
according to weight and surface area, is shared with the depart- 
ments. Nine-tenths go to the Treasury and one-tenth to a 
common fund which is divided each year between the departments. 
Direct consumption taxes are generally much more suited for local 
taxation than for State taxation, and there is a tendency for direct 
consumption taxation to fall into disuse in State or Federal taxa- 
tion systems. 

The Taxation of Surplus 

3. We have already seen that taxes are paid from incomes, and 
in this connexion these incomes may be said to be made up of 

(1) payments required to maintain the supply of the agents of 
production, i.e, necessary costs, such as the subsistence wage, the 
minimum rate of interest and the minimum rate of profits, and 

(2) surplus, such as pure rent, quasi-rent, pure profit, or monopoly 
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or chance gains. The taxation of surplus, therefore, covers a wide 
field. Considerable attention has been given to this part of the 
theory during and subsequent to the War, largely owing to the 
fact that governments and their expert officers were compelled to 
give far greater attention to the subject owing to the necessity in 
this period for increased revenues. It is proposed here to coniine 
the discussion to that portion of the taxation of surplus which 
Pigou ^ has well described as windfalls, taxes assessed upon objects 
which have increased m value without ehort, foresight, or capital 
on the part of the owner or owners. In normal times windfall 
taxation takes the form of taxes or duties upon the increments of 
land value. John Stuart Mill ^ was the first to use the term “ un- 
earned increment ”, although the idea is to be found inEicardo’s 
Princifles.’^ In exceptional circumstances this form of taxation 
is extended in other directions as, for example, in the taxation of 
war profits and excess profits. The unearned increment of the 
taxation of land has already been discussed.^ We have seen that 
John Jacob Astor in New York, and the Duke of AVestminster in 
London, were enormously enriched by the possession of urban sites 
without any presumable effort on their part as owners of the 
property. In such cases the State is able without any disastrous 
effects on production to tax part of the surplus wealth in the 
reward of any eSort of the owner. In this chapter we shall con- 
fine ourselves to the taxation of corporations which is sometimes 
called the corporate excise or the franchise, and to the taxation of 
abnormal returns in the form of war and excess profits. Most of 
the belligerent countries, it will be remembered, taxed war profits 
and excess profits in war-time with great benefit to their national 
Exchequers. 


The Taxation of Corporations 

4. In regard to the taxation of corporations it is necessary to 
remember that this form of taxation has greatly developed in 
recent years. At the present time there are nearly 50 countries 
which tax either the income or the profits of corporations, and in 
nearly every case all classes of corporations are liable for the tax. 

^ Pigou, A Shidy of Public Fmance, ch. xvi. p. 177 (Macmillan, 1928). 

“ Book V. ch. xi. § v. 

3 Ch. X. 

4 Chapter XVIII. 
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The following table summarises briefly the taxation of corpora- 
tions at the present time in some countries of chief industrial 
importance : 

Taxation of Corporations in Various Countries 


Country. 

Date ot 
Original 
Law. 

Basis of Tax. 

Rate of Tax 
(on ist Jan 1 935) 

Surtax 




0/ 

/o 

o/ 

/o 

Great Britain 

1918 

Net income 

224 


Canada 

1917 

Net income 

124 


Australia 

1922 

Net profits 

5 


New Zealand 

1923 

Net profits 

3 to 224 

30 

South Africa 

1925 

Net profits 

124 


British India 

1922 

Net profits 

13-54 

6-25 

S- surcharge 
temporarily 

25 

Sweden 

1920 

Profits and 
property 

3 to 15 

United States 

1916 

Net income 

124 to 15 


France . 

1926 

Net profits 

12 


Germany 

1925 

Net income 

20 


Italy 

1924 

Net profits 

14 


J apan . 

1920 

(a) Net profits 
under in- 
come tax 
{b) Business 
profits 
tax 

5 resident, 

10 non-resident 

3-4 t 


Austria 

1924 

Net profits 
(previous 
year) 

25 

11-4 
of tax 

Belgium 

1919 

Undistributed 

profits 

Grad, to 9 90 
dome Stic; 
11 foreign 

10 

of tax 

Czechoslovakia 

1927 

Net profits 

9 

Grad. 2-6 

Netherlands . 

1917 

Distributed 

profits 

9-05 


Argentina 

1932 

Net profits 
earned in 
Argentina 

5.t 

0-36-7 

Chile 

1925 

Net income 

Grad. 6-10, § 
for mines 7-12 



* Subsequently raised to 15 and from 1936 to 17 per cent, 
t Iron and steel mining, manufacture of agricultural products, and business 
on the produce or stock exchanges are exempt. 

t If shareholders pay the tax on dividends these rates are reduced by one- 
half of surtax ; 0 36 to 7 per cent in the case of Argentina. 

§ Foreign companies are subject to additional 6 per cent on net income 
earned in Chile : additional 6 per cent when distributed to foreigners. Cf. Tax 
8ysievis of the World (Chicago, 1935). 
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These countries refer to central taxation only and do not 
include corporation taxation in the units such as the states and 
provinces of the United States and Canada respectively. In the 
United States, for example, as we have seen, the taxation of cor- 
porations is to be found in all states. The procedure of taxing 
these corporations followed dihers remarkably from state to 
state, and although the diversity is not as great as it once was, it 
is still very marked. In Great Britain the taxation of business 
has not been popular to the extent that it has been in France and 
the United States. The taxation of companies in the British 
Income Tax (Schedule D) is based on the theory that as the tax 
is collected at the source companies pay the tax and the taxpayer 
may recover any excess payment of the standard rate over the 
rate applicable to his income later from the Revenue.^ In many 
countries, however, corporations, qua corporations, are taxed. In 
the United States more than one-half of the receipts from the 
income tax in recent years have been derived from corporation 
profits, and these corporations are taxed at the rate of 1 20 - to 15 per 
cent. Dividends on corporations in this way are exempted from 
taxation under the personal income tax. It is assumed that the 
American income tax is a graduated tax on personal incomes. 
The wealthy classes of the community, therefore, who own stocks 
or shares are probably less heavily taxed than they otherwise 
would have been. They would have had to pay a much higher 
percentage than 15 owing to the size of their incomes. Ability, 
therefore, in this respect is neglected. In the view of many it is 
preferable to make the corporation merely a conduit pipe through 
which personal income passes, and not to tax it as a corporation 
except in regard to undistributed profits. But countries have 
already obtained much revenue from corporations, so that it is 
unlikely that such a prolific source of revenue would ever be given 
up in spite of the fact that a Committee of the National Tax 
Association in the United States have pointed out that the cor- 
poration income tax is an outstanding example of the throwing 
aside of the theory of ability. Apart from the taxation of profits, 
a tax on capital stock is levied by the Federal Government under 

^ Cf. Cl. 24 of the Draft Bill of the Income Tax Codification Committee, 
Cmd. 5132, 1936, p 18: ‘‘The amount of the profits of a business for any 
accounting period shall be computed in accordance with the ordinary com- 
mercial principles applicable to the computation of profits of that business 
Cf. Cmd. 5131, p. 141. 
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the National Industrial Becovery Act at the rate of one dollar for 
each thousand dollars of adjusted capital stock. It is for the 
privilege of doing business. It dates really from the Kevenue Act 
of 1916. It is imposed on corporations but not on individuals and 
partnerships and is accordingly discriminatory. The assessment 
is made on the valuation of the capital stock, and this includes 
stock, undivided profits, tangible property, and good-will. The 
valuation of this capital stock is conceived by some writers on 
American finance to be an impossible task and to be justified only 
as a War Pevenue measure.^ In France companies are taxed at 
the rate of 12 per cent on their net profits, with a special rate for 
profits not exceeding 10,000 frs. In Germany there is the tax 
on corporation income {KoiyerscJiaft), the rate of tax being 20 per 
cent. Certain companies with a capital not exceeding 50,000 
reichsmarks pay on a basis of a graduated scale from 10 per cent 
to 30 per cent, but in no case does the tax exceed 20 per cent of 
the taxable receipts of companies. 

In many ways the taxation of corporations may be looked on 
as taxation of business, but it is preferable to regard it as a tax 
on corporation surplus. Many of these corporations, especially 
those of a monopolistic nature, show profits greater than are 
required to attract capital and to maintain production. Govern- 
ments confer certain special privileges or a franchise on a 
corporation, and by this the corporation possesses certain 
advantages or privileges.^ MTien as a result the earnings of 
the corporation are in excess of a reasonable return on the 
amount invested in the real estate, machinery, or other 
property, and when this excess is not attributable to any 
other cause except its corporate charter, it is only just that 
corporations should be taxed for the additional privileges they 
enjoy over individuals. All things considered, it has been 
considered advisable to classify the taxation of corporations under 
the taxation of surplus, although much may be said against 
this procedure. It is one largely of convenience. Henry C. 
Adams believes “ the corporation tax and the monopoly problem 
are closely allied, and no satisfactory adjustment of corporate 
taxation can be expected except it be made under the influence 

^ Cf. Lutz, Public Finance, p. 406 (D. Appleton & Co., New York, 1928). 

^ Lor the taxation of corporations, see Seligman, Essays in Taxation, 
chs. vi.-viii., 9tk edition, MacmiUan, 1921. 
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of some general theory respecting the solution of the monopoly 
problem These corporations possess certain rights, such as 
the right to be a corporation, and thereby to use the corporation 
name, to sue and be sued as a corporation, and also the right 
to do or to act. Limited liability and juristic personality are 
some of the privileges which corporations enjoy. There is a third 
group of special privileges, which includes good-will and the right 
to use public streets for transit by tramway and other companies, 
etc. The tax may be levied on the net receipts, which constitute 
the best index of tax-paying ability. In America railways and 
other transportation companies are taxed by a special board. If 
the railways spread through, as they do, several states, relative 
mileage is usually taken as the basis of apportionment of the 
receipts. Banks, insurance companies, and land associations are 
also assessed, as are mining and other monopoly companies, to- 
gether with public utility corporations, such as electric lighting 
and gas. For State purposes a tax on earnings or on capital or 
loans received within the state may be taken as a guide, except 
for railways, for which relative mileage is a better test. Xo 
distinction should be made between domestic and foreign cor- 
porations so far as units of a federation are concerned. If the 
corporation is taxed on property, the property outside the state 
should be exempted. The main point which we are here concerned 
with is the question of obtaining a share of the surplus which 
results from the existence of the corporation. Opinion is not 
unanimous as to whether the corporation tax should be adminis- 
tratively Commonwealth or Federal in the United States. Some 
authorities, such as Adams, hold it should be exclusively a source 
of State revenue, while others, like Seligman, think it should be 
Federal rather than local. He therefore proposes Federal ad- 
ministration with State apportionment of the tax. The Com- 
mittee appointed by the National Tax Association to prepare a 
plan of a model system of State and local taxation in the American 
Union, in suggesting a tax upon business in addition to income 
and property taxes, recommended that the taxation of business 
should be in the hands of the State Commission or of the State 
Tax Commissioner in order to produce a simple and uniform 
system in place of the vexatious and unequal methods now 
employed in many of the states of the Union. Federal adminis- 
1 The Science of Finance^ p. 453 (New York : Henry Holt & Co.). 
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tration of the tax makes for uniformity of rates and prevents 
discrimination. On the other hand, historical reasons often pre- 
dominate in the control of a tax, and units which have for long 
taxed corporations would be unwilling to hand it over to the 
Federation which would apportion the proceeds of the tax. 

In Great Britain there was a corporation tax from 1920, 
when the Finance Act of that year charged (1) all British com- 
panies carrying on any trade or business, and (2) foreign companies 
carrying on any trade or business in the United Kingdom so far 
as those profits arose in the United Kingdom. The tax was 
5 per cent of the profits. Limited liabiHty companies alone were 
liable to this tax, but many public utility companies and build- 
ing societies were exempted. Public utility companies, like gas, 
water, electricity, tramway, hydrauhc powmr, dock, canal, or rail- 
way undertakings, whose prices for services rendered or dividends 
distributed are limited by an Act of Parliament, were excluded 
from the scope of the Act. The chargeable profits included 
income from immovable property and investments, but excluded 
interest on loans and royalties paid to persons other than those 
having a controlling interest in the company. Interest on 
certain Government securities, profi.ts of industrial and provident 
societies arising from trade ^vith their own members, and societies 
for house-purchase for members were excluded from habihty to 
the tax by the Finance Act of 1921. Interest on mortgages was 
allowed for while computing the profits of companies half or 
niore of whose gross income was derived from rents or profits of 
lands and tenements in the United Kingdom. The first £500 
of the profits of companies was free from tax. Excess Profits 
Duty was deducted while computing profits for purposes of the 
Corporation Profits Duty. The net receipts amounted in the first 
year (1920-21) to £650,000, and £23,451,273 in 1923-24. The 
corporation profits tax has been abolished since 1st July 1924 in 
order to further the development of trade. Assessments, how- 
ever, continue to be made in respect of profits arising prior to 
30th June 1924. The corporation profits tax should not be con- 
fused with the corporation duty imposed by the Customs and 
Inland He venue Act of 1885 as a stamp duty by way of com- 
pensation to the revenue for the non-liability to death duties of 
certain property vested in bodies corporate or incorporate. The 
corporation duty was levied at the rate of 5 per cent on the net 
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annual value, income, or profits accrued in respect of real or 
personal property vested in such bodies d The development of 
the taxation of corporations in the United States is of interest. 
Previous to the introduction of the general corporation tax, 
attempts were made to reach corporation incomes by the property 
tax with the assessment of real and personal property by local 
officials. AVhen the defects of this system were recognised a 
special board was appointed to assess transportation companies, 
especially railways, and the basis of taxation was changed in many 
cases from property to volume of business, value of stocks and 
bonds, and other elements supposed to indicate taxable capacity 
in the case of banks, insurance companies, and public service 
corporations. Railroads were taxed on many bases. A common 
method followed is the ad valorem method, the taxation based on 
the value of the property of the railroad. Another method is the 
taxation based on gross receipts, or both methods are used in 
combination. In regard to the first method it is usual to deter- 
mine the value of the property as a whole in place of attempting 
to determine the value of only that portion which happens to be 
within the state, and after the valuation of the property is arrived 
at, a distribution of the total is preferably done on a mileage basis. 

.In the valuation of railroads elaborate information is required 
relating to mileage cost, net earnings, and similar matters. This 
is supplemented sometimes by expert inquiries on the part of the 
State Tax Commission as in the case of Wisconsin, and by a 
capitalisation of earnings, or of estimating the aggregate market 
value of the capital on the basis of market quotations. The taxa- 
tion of railroads on the basis of earnings is usually made in the 
United States on gross earnings rather than on net earnings. It 
is argued in favour of this method that the State governments 
have to meet necessary expenditures, and these cannot depend on 
whether a business makes profits or not at the end of the year ; 
that earnings are a better test of ability to pay and the taxation 
of gross earnings cannot be on the whole unsatisfactory in view of 
the large differences between gross and net earnings among the 
various railroads. Net earnings, however, would be more in har- 
mony with the principle of ability to pay. The taxation of gross 
earnings has the advantage of simplicity even if it does not 
equalise taxation burdens. The taxation of gross earnings raises 
^ Acts 48 & 49 Viet. c. 51. 
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the problem of the rate of tax and the method of apportionment 
of earnings to each state. In the case of taxation according to 
earnings, one has to hold the scales even in regard to railroads as 
compared with other corporations taxed by the State on the basis 
of property. This can be done by calculating the equivalent ad 
valorem burden represented by a certain rate of gross earnings and 
adjusting the non-earning rate to obtain fairness. Mileage within 
and without is a good way of fixing the apportionment of earnings 
to the State. In one Federation, that of India, the large railways 
are centrally administered and the proceeds go to the Federal 
Government and they are not taxed by provincial governments. 
The Committee appointed by the National Tax Association to 
prepare a plan of a model system of State and local taxation in 
the American Union suggested a tax upon business in addition to 
income and property taxes. They considered (1) the imposition 
of a tax of fixed amount annually, (2) a tax upon net income, and 
(3) the feasibility of adopting various external indices, such as 
gross receipts, rentals, and the like, which could be considered to 
be approximately a fair guide of the profits of a business. The 
Committee, after dealing with each of these three methods, con- 
cluded that except in certain cases a business tax should be levied 
upon the net income derived from businesses carried on within- 
the state levying the tax. Every business of any size makes a 
return of its net income to the Federal Government, and therefore 
it is convenient as well as practicable to impose a business tax 
upon net income. Thus in the case of entering State concerns the 
determination of the proportion of the income derived in each 
state, but the Committee believed this was not a serious difficulty 
and was far superior to any tax levied according to external indices 
of business profits. The Committee also suggested that the return 
of the business tax should be proportional and not progressive and 
that it should be moderate. One per cent of the net income 
derived from business done in the locality wms considered to be a 
very light tax, and in general a tax of 2 per cent was thought to be 
adequate. In no case should for State purposes the rate exceed in 
the opinion of the Committee 5 per cent. 

Excess Profits Taxation 

5. xhnother class of taxation of surplus is excess profits taxation 
or windfall taxation, which is charged on profits of trading con- 
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cerns and not on individuals. The tax was a method of obtaining 
from highly developed industries a share of the return assumed to 
be normal. This taxation may be either a war profits tax or an ex- 
cess profits tax, that is, an excess above a certain figure. In the late 
War very great demands were made on certain businesses, especially 
those engaged in the manufacture of munitions, and profits were 
made b}" firms which were able to take advantage of these excep- 
tional circumstances. Such profits were far above the pre- War level 
and far higher than what were required to maintain output. The 
amount of tax was determined not by the total profits but by the 
profits in excess of a certain standard. In short, the taxation of 
this was a tax on profits in excess of a prescribed return on capital. 

In 1863, during the American Civil War, the state of Georgia 
levied a tax from 5 to 25 per cent on profits in excess of 8 per cent 
on capital stock. In the early part of 1915, when Germany was 
importing food supplies from Scandinavia, the tax was introduced 
there, and shortly afterwards in Great Britain, first as a munitions 
levy and subsequently as an excess profits duty. In the United 
States the excess profits tax dates from 1916, when a tax of 12-| per 
cent on the profits of munition manufacturers was introduced. 
This subsequently developed into a war profits tax on corporations 
reaching a maximum of 80 per cent and an excess profits tax 
which reached a maximum of 65 per cent, but these taxes were 
discontinued from 1st January 1922. Seldom has the fashion of 
imitation been so evident in taxation, for in less than two years, 
i.e. in 1917, more than a dozen countries adopted this system of 
taxation. The two main problems which confronted all countries 
were (1) the determination of normal rates of profits beyond which 
the surplus was liable to a special tax ; and (2) the method of 
taxing this excess. The excess profits duty proper, as in Great 
Britain, was purely a temporary measure and was discontinued 
in 1921. If the tax is purely a temporary measure, it is possible 
to take the profits of a particular period as the standard. If, on 
the other hand, the tax is to continue for a period as part of the 
general tax system, it is better to fix the minimum percentage 
above which all profits will be taxed. In, for example, the United 
States (which followed Canada’s plan) pre- War profits were dis- 
regarded. A tax on the net income of partnerships and corpora- 
tions in excess of 8 per cent of the actual capital invested was 
imposed. To this we shall again refer. 
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In order not to al!ect detrimentally production, tlie normal 
rate of profits sliould not be pitched at too low a level. Evasion 
and wasteful production may take place unless the rate of duty is 
kept low. It is said that excess profits duties stimulate extrava- 
gant expenditure on account of the fact that allowances are made 
for expenditure. This has sometimes been taken as a reason 
which counteracts the splendid productivity of such forms of 
taxation. Other criticisms of the tax were (1) that it was 
limited to a small number of business concerns and therefore was 
unequal ; (2) the tax was said to be complex ; (3) it was also alleged 
to be uncertain ; (4) that it pressed more heavily on such industries 
as construction, manufacturing, and mining than it did on 
companies with more stable earnings such as banks ; and (5) that 
the tax was passed on with additions to the consumers. These 
reasons have only to be stated in order to show their invalidity. 
Provided the tax is not pitched at too high a level and has normal 
exemptions and reliefs with efficient administration, this form of 
taxation of surplus is undoubtedly good. Had there been a 
duty or not, full monopoly prices would have been imposed, and 
it was only when the duty gave an opportunity for charging 
more by the threat of checking supply that it raised prices directly. 

The taxation of surplus in this form in Great Britain was first 
done, as already noted, under the Munitions Levy, or more correctly 
the Munitions Exchequer Payments. The Munitions Levy was 
imposed on controlled estabHshments as a bargain between 
labour, capital, and the State for the production of war materials. 
Labour accepted certain conditions prejudicial to its interests for 
the sake of increased production, and capital in its turn agreed to 
hand over to the State its profits in excess of the average of the 
two pre-War years plus one-fifth of the same profits. This levy 
was restricted to certain controlled concerns only, but these were 
liable to the excess profits duty subsequently imposed or the 
Munitions Levy, whichever was higher. The Munitions Levy 
ceased with 31st December 1916. The excess profits duty 
was imposed by the Finance Act of 1915 with the definite object 
of raising revenue, and unlike the Munitions Levy affected all 
trades and businesses, including agency, carried on inside or out- 
side the country by those persons who were resident in the United 
Eiingdom. Agriculture, offices, or employments, professions and 
commercial travellers were exempted from the scope of the tax. 
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Tlie normal standard was based on tlie average profits of tbe 
business in two out of the last three pre-War years. AYhere there 
had been only two years of pre-War trading, the standard was the 
average profits of those two years. Where there had been only 
one year of pre-AVar trading, the standard was of that year. If 
there were no pre-A¥ar years a statutory percentage upon the 
capital employed was taken. Assets were valued at cost after 
allowing for wear and tear, investments outside the business 
were excluded, and debentures and other loan capital were 
deducted as liabilities from the assets. After the 31st December 
1919, £500 was added to the percentage standard for each pro- 
prietor working full time in the business. The percentage rates 
for companies and other corporate bodies were 6 up to the 31st 
December 1916, and after that date in the case of business having 
one or more pre-War years, 6 per cent. In the case of a business 
having less than one pre-War year, or a business commenced since 
the War, 9 per cent increased by 2 per cent for accounting periods 
after 31st March 1919 was fixed. In the case of private companies 
these were 7, 8, and 11 per cent, in the last case increased by 2 per 
cent for accounting periods after 31st December 1919. Special 
percentage rates were granted, not to individuals but to trades as 
a whole, by a Board of Referees specially appointed by the 
Treasury. The differentiation between private firms and cor- 
porate bodies was made in order to equalise the incidence of the 
duty. Remuneration paid to the directors and managers of 
corporations was deducted from profits, but no deduction on 
account of remimeration to proprietors or partners was allowed in 
private businesses. Certain classes of trade to which special risk 
attached were given an increased percentage rate, and the 
profits of companies were computed on the same principle as for 
income-tax purposes, mth certain exceptions. Income derived 
from investments (except in the exceptional case of investment 
concerns) was excluded from the computation of profits. The 
exceptions were (1) a deduction on account of interest on borrowed 
money, (2) the restriction of the remuneration of directors and 
managers to the amount paid in the pre-War year unless the 
Commissioners of Inland Revenue decided otherwise, (3) allowances 
in respect of depreciation and postponement of repairs due to the 
War, and (4) adjustments according to the variation of capital 
in the pre-War years and in the subsequent accounting period. 

VOL. II ’ G 
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A statutory allowance of £200 for every business, subject to a 
maximum of £800 for small businesses, was made before fixing the 
excess profits. Profits below tbe standard in any one accounting 
period could also be set ofi against tbe excess profits in another. 
This right was denied to the successors of the business owners, 
but the Finance Act of 1922 extended the privilege to cases where 
the successor was the husband, wfife, ancestor, or lineal descendant 
of the previous owner of the business. The rate of duty was as 
high as 80 per cent from 1st January 1917 to 31st December 1918. 
It was never lower than 40 per cent, the rate during 1919. 
When the duty was discontinued from 1921 it was arranged 
to allow rehef in respect of a heavy drop in the values of traders’ 
stocks. In no case was liabihty for duty to continue after the 
4th August of that year. The Finance Act of 1922 provided that 
the payment of the outstanding arrears of excess profits duty 
might be spread over five years of quarterly instalments with 
simple interest at 4| per cent per annum. The duty was collected 
by the Commissioners of Inland Eevenue, and payment was made 
two months after the notice of assessment, although the Com- 
missioners were empowered to accept payment by instalments in 
suitable cases. Discounts at varying rates were allowed on pre- 
payment, and certain Government securities issued during the 
War were accepted in satisfaction of the duty. Although the 
administration of the Act was centralised in the Commissioners of 
Income Tax, the main work was entrusted to H.M. Inspectors of 
Taxes. Certain rights of appeal were permitted to the General 
Commissioners of Income Tax and to the Special Commissioners of 
Income Tax, and on points of law either party might appeal to the 
courts of law on certain specific points of dispute. There was a 
Board of Referees appointed by the Treasury, from whom also 
there was an appeal on points of law to the courts. 

The Excess Mineral Rights Duty was complementary to the 
Excess Profits Duty, and was levied at the same rate. The 
owners of mineral royalties were taxed on the excess over the 
royalty paid in the pre-War years. The duty was only imposed 
in those cases where the rate of mineral royalty varied according 
to the selling price of the minerals. 

In New Zealand the excess profits tax was brought into 
operation in 1916. This was found inequitable and otherwise 
unsatisfactory, and a system of progressive land taxation, together 
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with a higher income tax and a new special War tax on incomes 
over a fixed amount, was adopted in 1917. The War Time 
Profits Tax of Australia came into force on 22nd September 1917, 
and ceased to exist on 1st July 1919. The standard for calculat- 
ing the excess profits was taken to be either the average profits of 
two of the three years before 4th August 1917, or 10 per cent of the 
capital employed in a business. The year of assessment was the 
War-time financial year 1st July to 30th June. For 1915-16 
the rate of tax was 50 per cent, and for subsequent years 75 per 
cent. Legislation based on similar principles was enacted in the 
other Dominions, but was temporary only. 

In India, under the Act of 1919, income from agriculture, 
ofiices, or employments and professions mainly dependent on 
personal qualifications were exempt from liability to excess 
profits duty, as also any business paying similar duty in the 
United Kingdom or of which the profits did not exceed thirty 
thousand rupees. The duty leviable was 50 per cent of the amount 
by which the profits in the accounting period exceeded the standard 
profits which were ordinarily calculated at the rate of 10 per cent 
of the capital of the business. The assessee, however, could 
exercise the option of calculating the standard profits according 
to certain prescribed methods. The collector was entrusted with 
the power of making allowances for special circumstances caused 
by a change in the constitution of the partnership, postponement 
of renewals, and repairs owing to the War, exceptional deprecia- 
tion, etc. The amount charged as excess profits duty was 
deducted from profits before assessing income tax, as in Great 
Britain. Excess profits duty was not levied if super-tax was 
charged. The higher of the two taxes alone was chargeable. 

In the United States the excess profits tax was confined at 
first to profits directly traceable to war, but it was later on 
extended to all concerns.^ The tax, as has been noted, was 
levied on profits in excess of 8 per cent of the actual capital, with 
an exemption of $6000 for individuals and partnerships and 
$3000 for corporations. Profits below 20 per cent, but above this 
minimum of the invested capital, were taxed at 20 per cent, and 
those in excess of 20 per cent at 40 per cent. The tax extended 

1 Excess Profits Tax (Act of 3rcl March 1917) ; War Excess Profits Tax 
(Act of 3rd October 1917) ; War Profits and Excess Profits Tax (Act of 24th 
Pebniary 1919). The law was repealed on 23rd November 1921, and the taxes 
were discontinued from 1st January 1922. 
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to all trades and businesses, including professions and occupa- 
tions, but beginning with 1918 tbe tax was only confined to 
corporations, excluding personal-service corporations {i.e. those 
whose income is to be ascribed primarily to the activities of the 
personal owners or stock-holders who are themselves regularly 
engaged in the active conduct of the aftairs of the corporation, 
and in which capital, whether invested or borrowed, is not a 
material income-producing factor), which were taxed substantially 
as partnerships. The object of this was that, as the American 
income tax falls more lightly on corporations than upon other 
taxpayers, the tax should fall equally. Under the income tax 
the entire income or profit of an individual is subject to normal 
tax and surtaxes, which extend to as high as 50 per cent whether 
the income is spent or reinvested, but the corporation does not 
pay income surtaxes, and its stock-holders only pay surtaxes 
on the profits which are distributed. It was repealed in 1921, 
as, according to the Secretary to the Treasury, it encouraged 
wasteful expenditure, put a premium on over-capitalisation and 
a penalty on energy and enterprise, and it confirmed old under- 
takings in their monopolies. The duty as levied in the United 
States was indeed open to these criticisms. 

The taxation of windfalls brought, as we have seen, consider- 
able revenues to national exchequers. In the War and for several 
years afterwards, when abnormal profits and unusual fortunes 
were made, governments took back in the form of war profits and 
excess profits taxes what was in reality part of the excess price 
which they had paid to manufacturers mainly for war goods. 
Very heavy excess profits taxation of this sort tends to prevent 
price inflation, but, on the other hand, there is the danger of 
seriously interfering with production and the incentive leading to 
that production. In the future fiscal authorities in most coun- 
tries will impose taxes of this nature when circumstances arise to 
produce abnormal profits. Theoretically the taxation of windf 
falls should allow for changes in the price-level, changes in the 
general rate of interest, as well as anticipated increments. Even 
with index numbers handled with care it would be difficult, if not 
impossible, in practice to make these allowances. There are also 
difficulties in fixing the rate of tax, such as the normal return to 
be allowed on the invested capital, and the rates of tax for various 
industries. Experience has shown that in future it will be well 
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to neglect the allowance for changes in the price-level, interest, ^ 
etc., and merely to take into the taxation net those increments' 
which are exceptionally large, such as war profits and excess profits 
at 1916 and 1922. It is still possible,’’ as Pigou ^ has pointed 
out, “ at the expense indeed of letting some real windfalls go free, 
to avoid any serious risk of taxing increments that are not wind- 
falls by the simple device of exempting all increments other than 
those which are very large.” In this class of windfalls war profits 
and excess profits belong. 

^ Pigou, Public Fmance (Macmillan, 1928), p. 184. 
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SALES OR TURNOVER TAXES 

1. As a result of tiie financial stringency created by the World War, 
the fiscal authorities of various countries had recourse to a new 
source of revenue in the form of sales or turnover taxes. The 
rediscovery of sales taxes has indeed been one of the most striking 
features of post-War fiscal policy, as it has been highly successful 
from the standpoint of revenue.^ The term sales tax ” or 
“ turnover tax may refer to a general tax on all sales or only on 
particular commodities. It may, as in France, include services, 
fees, commissions, interest, and other payments. A distinction is 
sometimes made between a sales and a turnover tax in that the 
latter refers to services as well as com m odities, but there is in 
reality no clear distinction. The term sales tax ” is more 
common in America and turnover tax ” in England. The 
French tax is known as “ Vini'pdt sur le chijfre d'ajfaires and the 
German as '' die TJ msatzsteuer These taxes were at first pay- 

ments taxes introduced in Germany in 1916 and in France in the 
following year. The French taxes consisted chiefly of a 10 per 
cent luxury tax, a general tax on retail transactions, and a higher 
tax than formerly on receipted payments. It was collected by 
stamps, abandoned in the turnover tax, and there was consider- 
able evasion as the administration was not equipped, as indeed it 

^ The following works may be consulted : Grabower, Die Geschichte der 
U msatzsteiier (Berlin, 1925) ; AUix and Lecercle, La Taxe sur le chijfre d'affaires 
(2nd edit., Pans, 1929) ; National Industrial Conference Board, General Sales or 
Tur7iover Taxat.ion (New York, 1929) ; Shoup, The Sales Tax in France (New 
York, 1930) and The Sales Tax in the American States (New York, 1934) ; 
Buehler, General Sales Taxation (New York, 1932) ; Comstock, Taxation in the 
Modern State (New York, 1929) ; Seligman, Studies in Public Finance (New 
York, 1925) ; Popitz, “ Kommentar zum Umsatzsteuergesetz ”, Die deutschen 
FinanZ'Und Steuergeseize in Einzelkommentaren, vol. xi. (Berlin, 1928), with 
Supplement (1930). 
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was not for some years later, to collect the tax in such a way as to 
avoid evasion. These payments taxes on retail sales were super- 
seded in Germany in 1918 and in France in 1920 by sales or 
turnover taxes on the total receipts of business and not merely 
on retail sales. It has been found in France that the system of 
affixing stamps to books and receipts was costly ; merchants had 
to pay the money to the Treasury before it was really due, and 
there was risk of loss through negligence on the part of employees 
in the handling of the stamps. Far more important was the 
evasion that w^as possible, and therefore the collection by stamps 
which took place under the payments taxes gave place to the 
returns furnished periodically. In the turnover tax, as collected 
in France, the tax collector is able to make a systematic and 
thorough inquiry of the special register of sales or transactions 
subject to the tax, ledgers, records in regard to customers’ accounts 
and to make copies of these, and also to inspect where necessary 
bank records for the purpose of checking doubtful points. This 
new form of taxation has spread rapidly throughout the world 
until at the present time, apart from the states of the American 
Union, there are some thirty nations which have enacted such 
taxes. ^ The sales tax has become a rival to customs and even 
income taxation in several countries, as will be seen from the 
following table : 


Income, Customs, and Sales Tax Revenue expressed in Percentages 


Country. 

Y ear. 

Income 

Tax. 

Customs. 

Sales Tax, 

Total. 

France 

1934 

19-5 

15-1 

17-5 

52-1 

Germany 

1932-33 

9-4 

22' 3 

19'1 

50-8 

Italy . 

1933-34 

22*3 

11-7 

6-6 

40-6 

Hungary 

1932-33 

10-6 

4'8 

12-9 

28*3 

Czechoslovakia 

1933 

14*6 1 

6'5 

23 0 

44-1 

Austria 

1934 

19-4 

16-0 

21-2 

56-6 


Sales taxation is, of course, of ancient origin. It w^as collected 
in Athens, in Egypt by the Ptolemies and by the Romans, in 
Rome by Augustus and later emperors. It was carried to Spain 

^ For details of the sales taxes in the American Union see Shoup, The Sales 
Tax %n the American States, and table in Tax Systems of the World, 6th edition, 
1935 (Corp. Trust Company, 205 W. Munroe St., Chicago), pp. 136-39, where 
the nature of the tax in 32 states is described as on 1st October 1935. 
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and France and survived for a long period after Eoman rule liad 
disappeared. TMs form of taxation was in existence among local 
communities in Spain almost from time immemorial, and it was 
introduced as a national tax in Spain in 1342 and was not abolished 
until 1845. It was called the Alcavala, and was criticised by the 
author of The Wealth of Nations for its costliness of collection and 
for the inconvenience which it gave to the taxpayer. Adam 
Smith, had he been with us to-day, would have referred to the 
high rate of tax at the time when he wrote as compared with the 
rates of the recently rediscovered sales and turnover taxes. In 
France sales taxes were known such as that on the sales of pro- 
visions imposed in 1314. During the fifteenth century and subse- 
quently sales taxes were collected in the kingdom of Naples. 
During the nineteenth century a few states of the American 
Union adopted sales taxation, but it was not until after the War 
that this form of taxation has become entrenched in the tax 
structure of many countries. Much revenue has flowed into 
national exchequers in small payments without much effort or 
complaint, and this popular form of taxation is already to be 
found in many important countries, as will be seen from the 
following table : 

General National Government Sales Taxes in Various Countries 

Note — This table refers to National Sales Taxes only and excludes accordingly sales taxes 
levied in 32 of the states of the American Union. 


Country. 

When 

estab- 

lished 

B,ate 

(as on 1st Jan. 1935). 

Payment of Tax. 

Basis.* 

France 

1920 

2% on ordinary 
articles ; special 
rates for special 
industries ; 3%- 
16% on luxuries 

Monthly for larger, 
annually for 

smaller tax- 

payers 

Total turn- 
over 

Germany 

1919 

2% 

Annual 

Total turn- 
over 

Belgium 

1921 

2-5% ; special rates 
for certain articles 

Monthly 

Sales of com- 
modities ex- 
cept at re- 
tail 

Italy . 

1919 

2-5% 

Monthly 

Sales of com- 
modities ex- 
cept at re- 
tail 


* For details see text. 
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General National Government Sales Taxes in Various Countries — contd. 


Country. 

When 

estab- 

lished. 

Rate 

(as on 1st Jan. 1935), 

Payment of Tax 

Basis,* 

Austria 

1923 

Generally 2%-8% 

Annual f 

Total turn- 



but varies with 
classes of com- 
modities 


over 

Hungary 

1921 

2% on ordinary ar- 

Annual 

Total turn- 


tides; 10%-25% 
on luxuries; vari- 
ous rates for spe- 
cial industries 


over 



Poland 

1925 

4% to 5% special 

Monthly for larger, 

Total turn- 



rates for special 

and quarterly 

over 



articles and for 

for smaller tax- 




luxuries 

payers 


Russia 

1921 

Varies according to 

In 5 instalments 

Total turn- 

(IT.S.S.R.) 


classification 

annually 

over 

Canada 

1920 

6%t 

Monthly 

Sales of pro- 





d u c e r s, 
manufac- 
turers, and 





importers 

only 

Australia 

1930 

5% 

Monthly 

Sales of pro- 





ducers and 





importers 

only 

New Zealand 

1933 

5% 

Monthly 

Sales of whole- 




salers and 
man uf ac- 






turing re- 
tailers 

Philippine 

1904 


Quarterly 

Sales of mer- 

Islands 




chants, 
man uf ac- 





turers, re- 
ceipts of 

printers, 
publishers, 
contractors, 
public utili- 
ties, etc. 


* Tor details see text. f As far as may be ascertained, 

f Raised to 8% from 1936. 

Even in Great Britain and the United States suggestions have 
been made to introduce sales taxation as national taxes and as a 
substitute for part of, or as an addition to, the existing taxation 
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on income. In Great Britain the tax has never been popular 
mainly because it is thought to be a burden on business, that it 
leads to a rise in prices and consequently to wage disturbances, 
and that it is passed on to the consumer, points which have not 
always been capable of proof. The Colwyn Committee dismissed 
the proposal of sales taxation in somewhat cavalier terms and in a 
single paragraph in its Report.^ The grounds were that a tax on 
income was preferable and income taxation is borne by the person 
paying the tax and is not passed on in prices to any degree ; the 
tax would be harmful to industry as it would lead to higher costs, 
and this would aggravate competition specially in those industries 
where foreign competition is keen ; the British taxpayer is vdlling 
to bear a large annual burden of direct taxes which, unlike general 
sales taxes, are graduated according to ability. In the British 
system, too, there is already a large burden on small incomes from 
indirect taxation. Several of these reasons, as wdU be shown, do 
not give full justice to the arguments and experience of the sales 
tax. In 1931 a Federal sales tax of IJ- per cent on retail sales 
was suggested by Senator David Reed of Pennsylvania as a means 
of raising additional Federal revenue to the extent of 2000 million 
dollars. It has, during the great trade depression, 1929-35, been 
suggested as a Federal tax on more than one occasion. 

Scope of the Tax 

2. The tax may be general, as in France or Germany, or retail 
transactions may be excluded, as in Belgium. It may be, as is 
common in the states of the American Union, confined to retail 
transactions. It may be imposed, as in Canada and Australia, as 
a producers’ or manufacturers’ tax, and it may be on classified 
industries or trades only. It may be levied on nearly all goods 
and services, as in Germany. It may exempt certain sales, as in 
France, where the sales of farmers are exempted unless they are 
carrying on manufacture as well as agriculture. Articles such as 
flour, sugar, tea, coffee, fertilisers, the slaughtering of cattle, sheep, 
pigs, and horses, and coal, under the French legislation, are ex- 
empted from the domestic turnover tax but are subject to replace- 
ment taxes levied upon these articles at one of the early stages 

^ Report of the Committee on National Debt and Taxation (Cmd. 2800, 
1927, para. 1031). 
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upon sale by the manufacturer. In France, too, low-priced news- 
papers are exempted. Practically no regard is given to the small 
seller or small sales in Germany, while in other countries, such as 
Belgium, sales below a certain limit are immune from sales taxa- 
tion. Under the Belgian law sales costing 30 frs. or less, and in 
the case of agricultural or coal-mining products sales of the value 
of not more than 150 frs., are exempted. The ordinary rules of 
the turnover tax in regard to payment and control are applicable, 
it may be noted, to these replacement taxes. Exports are usually 
exempted in order not to discourage foreign trade. In Germany 
and Canada, for example, the sales taxes paid on exports are 
remitted in whole or in part. Germany repays the amount paid 
on the last sale before exportation. Canada repays 99 per cent 
of the tax paid on goods exported, and since 1926 the taxation of 
exports has been exempted in France. Sales taxes on exports, it 
is said, place the producing country at a disadvantage as compared 
with other countries which have no sales taxes or have lower rates. 
From this it is sometimes argued that exporters have to compete 
with foreign exporters who pay no sales taxes, and that in such a 
case the sales tax cannot be shifted to foreign markets. Where 
one state employs a sales tax while a neighbouring state does not, 
as in some states of the American Union, this might be a serious 
matter. On the other hand, it is unlikely that a sales tax really 
encourages foreign products in the domestic market by placing 
domestic concerns at a disadvantage as compared with foreign 
businesses. It is often forgotten that foreign competitors may 
have to pay other taxes and to meet higher wages and other costs 
which are heavier than sales taxes and that a sales tax is only one 
factor in the problem. The imports of raw material are also some- 
times exempted from the sales tax, as in France by the law of June 
1925, and in order to relieve French manufacturers working with 
raw materials purchased through importers the law exempts from 
the turnover tax the first sale of those goods made after landing 
on French soil. The list includes hides, wool, silk, cereals, rice, 
coffee, rubber, cotton, flax, hemp, jute, cocoa, and natural phos- 
phates. Imports which compete with domestically taxed goods 
are subject to an extra tax known as the import tax, not to be 
confused with the ordinary customs duties. In short, the rates 
on sales of imported goods may sometimes be above those pro- 
duced within the country in order to protect domestic enterprise 
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from foreign competition. Under the Canadian law, imports by 
consumers or retailers are taxed at a higher rate than if the goods 
had been produced in the country. Importation manufacturers 
or wholesalers are taxed at a lower rate than importations by 
retailers or consumers. Germany le\des sales taxes after importa- 
tion with certain exceptions. In regard to the taxation of services 
Germany makes no exceptions except in regard to medical ser- 
vices paid from trade union or public funds. In France doctors, 
lawyers, accountants, headmasters, and other professional men 
who do not buy and sell are exempted. They must, however, take 
care not to do commercial acts. If a doctor were to run a sana- 
torium and to make a considerable amount from the board and 
lodging of his patients, he would be liable for the tax. These 
classes were omitted from the turnover tax chiefly because of the 
fact that when the legislation came into force the income-tax 
administration was ha\dng considerable trouble in regard to the 
estimation of income of these classes, and it was considered inad- 
visable to raise difflculties by including such receipts within the 
turnover tax. In theory, too, it was believed that the tax was 
always shifted to the consumer, and therefore it was impolitic to 
tax professional men with business men. 

The tax is not so difficult to collect or to evade as is sometimes 
imagined, owing to the keeping of books even by small traders, 
and where books are not kept an estimated tax may be, as in 
France, quite workable. National sales taxes are collected usually 
through the ordinary administrative machinery. The collection 
of the tax does not involve the same intricacies of accounting as in 
the case of the income tax, and the tax brings in more revenue per 
head of expenditure on tax administration than does the income 
tax. The sales taxes are usually I or 2 per cent and vary from a 
fraction of 1 per cent to 6 per cent or higher. The rates may vary 
with the volume of sales or with the classes of taxpayers, or with 
commodities and services. Luxury sales taxes are collected at 
higher rates than ordinary sales taxes, the customary returns 
being from 5 to 15 per cent. The examination monthly of sales 
registers, ledgers, and other sources of information tends to curtail 
very considerably evasion. In France there is the annual 
or estimated tax basis by which a large number of taxpayers on 
application and when permission is granted need not keep any 
record of sales but pay the turnover tax on an estimated basis 
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which the tax-collector fixes after checking the available external 
indices of taxable capacity in this connexion. A manufacturer’s 
or wholesaler’s tax is easier to collect than a general sales tax, and 
less evasion is therefore likely especially if these manufacturers are 
licensed, as in Belgium. The mere fact that the tax is levied on a 
relatively small number of taxpayers whose sales are large is an 
advantage in collection, and this is specially the case where manu- 
factui'ing is extensive. 

The greatest indictment brought against the sales tax is its 
encouragement of the integration of industry and its influence in 
changing methods of business. It is argued that the single-pro- 
cess i^anufacturer is at a disadvantage with the larger manu- 
facturer of finished goods, who combines with the manufacturers 
of semi-finished goods and the producers of raw materials and thus 
pays less sales taxation. In the marketing, therefore, of his goods 
he has an advantage over the small single-process competitor. 
Similarly a business which develops its own selling organisation 
has an advantage over that which must deal with the wholesaler, 
commission merchants, and brokers, so that in the end the latter 
would tend to be eliminated. This argument that a sales tax 
tends to reduce integration or vertical combination in industry 
has been used by opponents of sales taxes in various countries. 
The small-scale manufacturer may be exempted in certain cases 
from a turnover tax and a tax in the form of a business licence tax 
imposed in its place. Those who pay the turnover tax would be 
exempted from this licence tax. Germany and Belgium try to 
protect the middleman by providing that when a sale forms one 
of a series and the seller never has the goods in his immediate 
possession the transfer is not taxable. The argument that a sales 
tax tends to reduce integration in industry was an assumption of 
the legislation in Germany, Belgium, and some other countries. 
It has not been proved, however, although integrating effects have 
been noted in one or two instances. With a very small difference 
in costs of, say, 1 per cent or 2 per cent, it is unlikely that the 
sales tax could have the effect which the opponents have alleged. 
Single sales taxes on producers or on retailers avoid the stimulation 
to integration. National producers’ taxes, however, are adminis- 
tratively to be preferred to retailers’ taxes. They are easy to 
administer and do not have an integrating influence. 

A third criticism against the tax is that it may discriminate 
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to the disadvantage of the poor because it is shifted and becomes 
a tax on expenditures. It is, in other words, very regressive. 
The poorer classes in a community spend proportionately a larger 
part of their incomes on articles of necessity and save less than 
the wealthier classes. The tax, it is urged, like other indirect 
taxes, is contrary to the precepts of modern fiscal theory. Gross 
expenditures are not a suitable basis of taxation, and therefore a 
sales tax is heavier on the poorer classes and unsatisfactory in its 
distribution of the tax burden. In short, it takes no account of 
the fact of the source of income and the way in which the income 
is spent, the number of dependants, or savings from income. 
This raises the question of the incidence of the tax, which is not 
so simple as is sometimes assumed. The tax may be separately 
paid, as in Belgium, by the use of stamps, or it maybe added to the 
invoice. Prices, it is said, rise by the amount of the tax, which is 
not always the case. When prices are falling it has been found 
from experience that the assumption that prices rise by the 
amount of the tax is far from being true. In fact, in France in 
the recent depression it has been quite clear that the retail mer- 
chants have been unable to shift the tax on to the consumer several 
times over, as was the case when prices were rising. If sales taxes 
are not shifted, as the sellers may prefer to absorb the tax specially 
if it is not severe, rather than to interfere with custoihary prices, 
the tax remains with business as a charge on sales. If the tax is 
shifted, sales may decline and readjustments and supplies may be 
necessary. The shifting would depend upon the nature of the 
demand and other factors contributing to its price. In times of 
falling prices there is a decided tendency for producers or dealers 
to absorb the tax. If it is not shifted, it is therefore paid out of 
producers’ or dealers’ profits and its burden varies from industry 
to industry. If an industry or business works on a small profit, 
even a moderate sales tax would have a decided effect in com- 
parison with a slower turnover and a higher rate of profit on that 
turnover. The concern which is organised by vertical combina- 
tion would have to add a small amount to its price in comparison 
with firms in other types of industry, as has already been noted. 

Luxury taxes are only supplementary to sales taxes and are 
therefore not sufficiently heavy to counterbalance the effect of 
sales taxes on the poorer classes. In many cases, too, the richer 
classes have the advantage that services supplied by house servants 
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are exempt from sales taxes. On tlie other hand, the richer 
classes have to pay progressive taxes in the form of income tax, 
super-tax, and inheritance tax. The superimposing of luxury 
taxes on the general sales taxes has, although supported by public 
opinion, not been altogether successful. The taxes are on retail 
sales and on the gross receipts of certain hotels and restaurants. 
Certain tax interests have opposed the tax because it is alleged 
that it checks the production of luxury articles. The Paris 
Chamber of Commerce in 1922, for example, objected to the tax 
because it restricted demand and led to a considerable amount of 
fraud in evading the duty by invoices. For example, two suits 
may be invoiced at 300 frs. in place of one suit at 600 frs. plus 
10 per cent luxury tax, or one suit may be entered at 300 frs. 
plus 300 frs. for services to the purchaser which the tax collector 
could hardly check. The tax was levied on goods considered to 
be de luxe, while others became luxury goods only when sold at a 
certain price. A^Tien prices alter, the lines demarcating luxuries 
from non-luxuries have to be readjusted, and this sometimes, by 
delay or otherwise on the part of Government which notifies the 
change, gives rise to difficulties. In the taxation of hotels and 
restaurants the fixing of a standard of luxury has given rise to 
considerable difficulty. ‘‘ I know ”, said a member of the Chamber 
of Deputies in 1920, “ a hotel in Toulouse in which 75 per cent of 
the travelling salesmen pay 16 frs. a day for board and lodging. 
This hotel pays the de luxe tax because its windows face the Place 
Lafayette, which is considered a luxurious location ! ” ^ Ger- 
many, on account of the difficulties connected with the luxury 
tax, abandoned the special taxation of luxuries altogether. 

The proceeds of sales taxation are used exclusively by national 
governments in Canada, Australia, New Zealand, Belgium, and 
Italy. In other countries these taxes are shared. Thus in Ger- 
many 70 per cent of the proceeds of the turnover tax goes to the 
Eeich and 30 per cent to State and local governments ; in France 
90 per cent to the National Exchequer and 10 per cent to local 
governments ; in Austria 60 per cent to the National Government 
and 40 per cent to local governments. State governments in the 
United States as a whole use the proceeds for the State General 
Fund, but in a few cases the proceeds may be in part diverted to 
local authorities. In Connecticut, for example, 50 per cent goes 
^ Shoup, The Sales Tax in France, p. 173. 
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to the State and 50 per cent is distributed according to population 
among local authorities. This, however, is the exception rather 
than the rule. Local governments sometimes collect sales taxes 
for their own purposes, and national governments may permit a 
local supplementary tax. 


Sales Taxes in Various Countries 

3. It will be convenient to summarise briefly some of the out- 
standing characteristics of sales-tax legislation in the principal 
countries. In Germany the scope of the tax is very wide. It 
applies to sales of goods and services although certain foodstuffs, 
raw materials, certain necessary imports and also exports are 
exempt from the tax. A secondary characteristic of the German 
turnover tax, noticeable also in that of France, is the statutory 
requirement of keeping details of the transactions liable to the 
tax, and also the requirement by the tax authorities that the 
taxpayer should notify his liability. Careful records of daily 
transactions, goods and services, on which the tax is based are 
essential. A tax-book showing the details of goods sold, the 
prices at which they were sold, and the date of sale, and a stock- 
book are kept. A quarterly return is made and an advance pay- 
ment made on these quarterly sales. Adjustments are made at the 
end of the year. A third characteristic is the great productivity 
of the tax, which has been a boon to Germany, especially in the 
period of depreciating currency when the Reich could not rely on 
income and inheritance taxes. In 1932-33 the proceeds of the 
general sales tax were 1349 million marks out of a total tax 
revenue of 10,280 millions. This tax was exceeded only by the 
income tax and inheritance taxes and was approximately the 
same as the revenues from customs and that from the sugar tax. 
The present rate of tax of 2 per cent has been in existence since 
October 1924. One per cent only is charged on the turnover of 
agricultural produce, flour, and bakers’ produce. For retail firms 
with a turnover of more than one million reichsmarks the rate is 
2|- per cent. The luxury tax, to which a reference has already 
been made, was at first levied at the rate of 15 per cent but subse- 
quently reduced to 10 and 7 ^ per cent. The luxury tax was 
abolished from April 1926. 

The chief characteristics of the French sales tax are the pro- 



CH. XXV 


SALES OR TURNOVER TAXES 


617 


ductivjty of the tax, the administration and control now exercised 
by the taxing authorities, and the existence of a luxury tax, re- 
placement taxes, and the method by which imports and exports 
have been worked into the system. The normal rate of tax is 
2 per cent, the rate on luxuries varying from 3 to 16 per cent. 
In 1935 the turnover tax, which applied to all transactions, was 
replaced by a single tax collected usually at the time and place of 
production in the case of coal, sugar, foodstuffs, beer, and a few 
other articles. A single tax on the slaughter of animals and on 
pharmaceutical preparations also took the place of the usual turn- 
over tax. In the year ending December 1934 the turnover tax, 
apart from the luxury taxes (which reached the comparatively 
unimportant sum of 234 million frs.), produced approximately 
6 milliards of francs out of a total national, provincial, and local 
tax revenue of 49 milliards. The tax was more prolific than any 
other tax in that year, with the single exception of the income tax, 
and the year in question was a year of the great depression. It 
exceeded the customs revenue, which was over 5 milliards. 
After the unpopular period which all turnover taxes go through 
in their early stages, the collection of the tax was not so difficult 
as at the beginning, largely on account of the fact that under the 
Code Napoleon everyone engaged in commerce and industry has 
to keep accounts of his transactions day by day and his assets 
as well as liabilities. A record must be kept of all transactions 
subject to the tax in a special register, and when required they 
not only have to show the sales book but also larger accounts 
of general merchandise, cash, and accounts receivable. These 
registers have to be preserved for at least three years. Cash sales 
omissions are the most common method of evasion, but the total 
sales may be checked against total purchases made by the retailer, 
especially in the case of small retailers where the stock on hand 
is small. The concession to the small tradesman which was made 
in 1922 by the forfait or annual lump sum payment is also a 
characteristic of the French turnover tax. It was introduced for 
the benefit of small grocers and other small traders and for street 
hawkers who kept no accounts. The forfait, it is sometimes over- 
looked, still requires control and other work on the part of the 
taxing authority. The outstanding feature of the forfait is that 
certain taxpayers whose turnover is below a certain sum annually 
receive on application the benefit of this method of assessment 
VOL. II 
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and collection. It obviates the accurate recording of turnover 
and the inspection of books and also the periodical payments. 
Tke taxing autkority bas a variety of ways of checking the request 
for the forfait. He notes the rent paid by the tradesman and 
compares him with payers of the turnover tax in similar circum- 
stances, he uses data of his purchases from books of “ non forfait ” 
taxpayers, he looks to his family and social standing and he applies 
a profit coefficient used in lev}dng the income tax to his estimated 
turnover in order to see wffiether the applicant has underestimated 
his turnover. From the viewpoint of revenue the turnover tax 
has been undoubtedly successful as it brings a large and speedily 
collectible revenue and it seems now secure in the background of 
French public finance. 

The interest of the Belgian sales tax is its success in a country 
where democratic taxation on the lines of England and the United 
States has long been adopted. It is collected by affixing double 
stamps, one half of which is placed on the seller’s invoice and one 
half on the purchaser’s invoice and by the cancelling of these by 
the seller. This method avoided the increase in administrative 
machinery to the extent that was necessary in France. The usual 
rate is 2*5 per cent with variations according to commodities. It 
is similar to the Canadian tax as it is levied on manufacturers 
and wholesalers and not on retailers. Goods must be transferable 
if they are subject to the tax ; commodities of food, imports, and 
sales of gas, water, and electricity are exempt from the tax. 
The Canadian tax, which is similar, was levied in 1920 as a sales 
tax of 1 per cent on wholesale traders and manufacturers. The 
following year this was raised to per cent on sales by whole- 
salers, manufacturers, and jobbers, and from 2 to 3 per cent in 
the case of direct sales by the manufacturers to retailers and con- 
sumers. This difierential return is of interest as it tends to make 
the tax bear equally on all persons in the same class. A manu- 
facturer selling directly to the consumer and dispensing with the 
wholesaler would thus pay double the ordinary tax w^hich he 
would have paid if he had sold to the wholesaler, who in turn 
would have paid at the next transfer. The additional tax levied 
on imported articles has already been referrred to . The maximum 
rate of tax is now 6 per cent on the sale of goods hable to tax. 
Certain goods are totally exempt, while others are subject only to 
50 per cent of the ordinary tax. The tax, which is paid by nota- 



CH. XXV 


SALES OR TURNOVER TAXES 


619 


tion on the invoice, is productive and also comparatively easy to 
administer and collect as it is a wholesale tax and not a general 
turnover tax. It rivals the income tax in yield, being in the year 
ending March 1922 §59,606,000 as compared with §61,254,000 in 
the case of income tax out of a total Dominion tax revenue of 
§275,053,000. The Canadian sales tax was copied by Australia 
in 1930. Like the Canadian tax, it is bringing in to the Common- 
wealth Government a considerable sum of revenue. Although a 
new tax, it produced for the year ending 30th June 1934 £8,696,000 
as compared with £9,315,000 for income tax, £11,928,000 for ex- 
cises, and £22,327,000 for customs duties out of a total tax revenue 
of £56,409,000. The tax applies to the sale of commodities by pro- 
ducers and importers and the rate is 5 per cent. As in Canada, 
monthly returns of sales together with the amount of the tax 
payable are submitted every month. Certain goods suck as food- 
stuffs, dairy produce, sugar, coal, cigarettes, newspapers, wool- 
packs and imports of petrol, tobacco, films, and wireless goods 
which are subject to special import duties are exempt. Provision 
is made for allowing adjustments for bad debts in regard to which 
the sales tax has been paid. In the case of imports the tax is 
levied at the time of importation, except in the case of licensed 
wholesalers or manufacturers, on the aggregate of the value for 
customs duty plus a duty of 20 per cent which is subject to adjust- 
ment when the goods are actually sold. In the case of licensed 
wholesalers or manufacturers, the tax is levied when the goods 
are sold to the retailers or consumers. These licensed wholesalers 
or manufacturers pay the tax at the end of every month when 
they submit a return of their sales. 

This survey of the sales tax shows that it is practicable and 
productive in certain circumstances. Its productivity in times 
of emergency makes it a tax which, if the administrative machinery 
can be made available in order to avoid evasion, and if the tax is 
kept within moderate limits, will bring into the Treasury a large 
revenue. The tax is especially suitable in the case of a country 
like France where high direct taxation is not looked on with 
favour. The tax, however, should not, in spite of its productivity, 
be regarded as a substitute for the income tax or selected excises, 
but as a tax which should go side by side with a progressive 
income tax and such excises. 
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General Economic Considerations 

1. Sea and land customs duties are earlier in origin than excise 
duties. In Adam Smith’s words, '' The duties of customs are much 
more ancient than those of excise. They seem to have been called 
customs, as denoting customary payments which had been in use 
from time immemorial. They appear to have been originally con- 
sidered as taxes upon the profits of merchants.” ^ These are like 
excise taxes upon consumption and are levied usually on imports, 
but also, to a less extent, on exports. In the Roman Empire we 
read of customs duties in the provinces which usually did not 
exceed 5 per cent ad valorem. In mediaeval Europe we find ex- 
port duties and later import duties as a source of revenue. For 
a long time special customs were levied on goods passing between 
England and Scotland. The transit duty may, in fact, be regarded 
as it is to-day between British India and Native States as a 
customs duty. The ruling prince or chief charges duties on goods 
passing into his state, not merely for services rendered, such as 
protecting the goods of the importer or exporter, but as a source 
of indirect taxation. 

In Anglo-Saxon England we know that the king made a 
levy on goods through his sherifis for the maintenance of the 
Royal Household, and he probably had some revenue from 
foreign trade. The merchant, speaking of the dignity of his 
profession, mentions that he is useful to the king and his 
nobles, to rich men and to common folk In later years, 
subsequent to the Norman period, the king fixed duties on the 
export of wool fells {i.e. skins with the wool on them) and 

^ Book V. ch. ii part ii. art. iv. (Cannan edit. voL ii. p. 362). 
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on leatlier. In tke Magna Charta these were called “ the 
ancient and equitable duties ’’ as compared with those on wine 
known as '' the new customs Tuniiage and poundage were 
levied first in the time of Edward I. (1302), and were fixed 
at 3d. on every pound of merchandise and 2s. on every tun of 
wine imported, also at various rates on exports. Customs sub- 
sidies 'were granted for short periods in addition to the hereditary 
duties and the life grant of tonnage and poundage.^ We shall 
see below how these duties were levied to promote, especially 
in the eighteenth century, home manufactures. 

Export duties were levied, as it was frequently thought that 
the foreigner would pay the tax. They were sometimes imposed 
in order to prevent exports. Export duties were first imposed by 
statute in England in 1275 and applied to wool and hides. Erom 
the thirteenth to the middle of the seventeenth centuries they 
rapidly increased in Europe both as a source of revenue and as a 
means of preserving the supply of food grains and raw materials 
for internal consumption. Their popularity may be illustrated 
from the fact that by 1660 there were in England 212 articles 
subject to export duties. Owing to the teaching of the mercan- 
tilists in the seventeenth and eighteenth centuries export duties 
became less popular, as such duties were held to restrict exports, 
and were confined mainly to raw materials as mercantilist policy 
encouraged exports of manufactured goods. With the rise of free 
trade in the nineteenth century export duties disappeared in 
Europe, and at a much earlier date in America. They were pro- 
hibited by the American Constitution chiefly owing to pressure 
from the South, which did not wish the export of its agricultural 
products to be interfered with. They disappeared in England in 
1842, in France in 1857, and in Prussia in 1865. To-day export 
duties are no longer so unpopular. These duties are at the present 
time limited to raw materials mainly for preserving the supply of 
raw materials for the domestic producer, as in the case of exports 
of cork from Spain and Portugal, and timber in Scandinavia and 
in British Columbia. They are sometimes imposed partly to con- 
serve the natural resources of a country, as in the case of the 
Scandinavian export duties and also the Canadian embargoes on 

^ Vide The, Early English Customs System — a Documentary Study of the 
Institutional and Economic History of the Customs from the 13th to the 16th 
Century, N. S. B. Gras (Harvard Univ. Press, 1918). 
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pulp wood. They are, too, levied for revenue purposes. In Cen- 
tral and South America they are imposed almost on all exports 
and range from I per cent to 5 per cent and in some cases 
exceed 10 per cent. Such countries imposing export duties for 
revenue purposes are the Argentine, the majority of the Brazilian 
States, Uruguay, Peru, Salvador, Hayti, Egypt, Syria, Iraq, 
xArabia, the Belgian Congo, and in Europe, Portugal and Albania. 
In such cases the producers bear ordinarily the tax, which is the 
equivalent of a tax on production. Usually, however, export 
duties are levied on selected products with a view to producing 
revenue, as in the case of the export duties of raw jute and rice in 
India, diamonds in the case of the Union of South Africa, and 
Chilean sodium nitrate, the export duties on which for many years 
provided half the total of Chile’s revenue, until in recent years the 
synthetic product and by-product nitrogen greatly interfered wdth 
Chile’s monopoly. The export duty on Brazilian coffee and the 
export duty on rubber in British Malaya in 1928 showed the effect 
of competition from outside sources to such duties. Even where 
a country enjoys a partial monopoly high export duties cannot be 
shifted to foreign consumers without competition from outside 
from the product itself or from a substitute, even assuming that 
the demand for the article is so inelastic that there is no likelihood 
of a reduction in consumption. Duties on exports were consider- 
ably revived in the two decades following the outbreak of the 
Great War owing to the enormous growth of economic nationalism, 
the desire on the part of monopolists to exploit the foreign con- 
sumer, and, also, in the case of Germany, Poland, and Austria for 
the purpose of preventing these countries from losing their supplies 
of materials while their currencies were depreciating by leaps and 
bounds and at a rate quicker than the fall in internal purchasing 
power of these currencies. The revival of export duties for both 
protective and fiscal reasons led the World Economic Conference 
in 1927 to pass resolutions recommending that exports of raw 
materials should not be unduly burdened by export duties, that 
these export duties should never be used for placing foreign 
countries using such materials in a position of unfair inferiority 
in the production of the finished article, and that when imposed 
for revenue or exceptional reasons they should not discriminate 
between different foreign countries. No official international 
action, however, has been taken in this regard except for two 
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conventions for reducing or removing exports of hides, skins, and 
bones in a few countries. The main principle of export duties, 
then, is that the home producer should not be penalised by an 
export duty, except when there is reasonable probability that the 
tax will fall mainly, if not entirely, on the foreigner, and when 
there is no apparent likelihood that the production of the com- 
modity in the country exporting the article will be ahected. 
Export duties for revenue purposes should, in short, be sparingly 
used, and imposed to a moderate degree only on those articles 
in which the taxing country possesses a monopoly or quasi- 
monopoly.^ 

For the converse reason import duties are increasingly popular. 
The advantage to home industry, coupled with the convenience 
and productiveness of the tax, tends to make import duties more 
and more prominent in customs systems. A tax on imports, as 
we have already seen in discussing the incidence of import duties, 
may fall on the consumers in the taxing country when the foreign 
producer has alternative markets. If the taxing country is the 
only market, and if the demand for the article is elastic, the pro- 
ducer may be forced to bear the tax in order to preserve his 
business with the taxing country, but the supply will, other things 
being equal, be curtailed until prices recover, except, of course, if 
monopoly prices have already been in operation. ^ 

There are other economic considerations to be taken into 
account in discussing customs duties. It is not possible to gain a 
large revenue from customs duties and at the same time to have 
protection. An import duty, if it is to be really protective, cannot 
produce revenue. Similarly, taxes on dumped articles can never 
be relied on to produce revenue. As Adam Smith said, “ Taxes 
proposed with a view to prevent, or even to diminish, importation 
are evidently as destructive of the revenue of the customs as of 
the freedom of trade Some countries, notably India and the 
United States, have attempted, not very successfully, to combine 
high protective duties with revenue duties. Protective duties 
have been placed in these countries on industries to be protected, 
such as the textile, iron, and steel industries, and in the United 
States revenue duties on tea, cofiee, sugar, and tobacco. If the 

^ For incidence of export duties see Chapter XVIII. 

“ For incidence of import duties see Chapter XVIII. 

® The W ealth of Nations, Book IV. ch. ii. 
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important consideration is revenue, it is necessary that the com- 
modities to be selected for taxation should be those which are 
consumed in sufficient quantities to produce the required revenue. 
In other words, articles which satisfy the ordinary demands of life 
for the bulk of the population must be placed on the tarih lists. 
These articles will vary in the case of each country. It is not 
possible, as suggested by J. S. Mill, to levy customs duties only on 
articles which are not produced in the country. The question of 
productiveness and economy, always to the fore with the financier, 
must receive preference, and the entire list of commodities to be 
taxed must be planned with care and revised from time to time. 
It is also at times unavoidable to tax raw materials. Taxes on 
raw silk, for example, may have the effect of taxing the con- 
sumers of silk goods. It will thus be possible to tax in a non- 
vexatious way the particular class of consumers who wear silk 
goods. 

If the aim is to protect home industries, other points have 
to be considered. Suppose it is necessary to protect wool and 
to encourage woollen manufactures. It would be then advan- 
tageous to add to the duty upon imported manufactured woollens 
a compensatory rate, ix. a rate which should compensate home 
manufacturers for the rate already imposed upon the raw material 
imported. A protective duty is sometimes the best method for 
the experiment of a young and rising industry. '' The nation ”, 
said List, '' must sacrifice and give up a measure of material 
prosperity in order to gain culture, skill, and powers of united 
production ; it must sacrifice some present advantages in order 
to ensure to itself future ones.” ^ ''A sufficient period of incuba- 

tion must be allowed for in order to give capitalists confidence in 
the future profitableness of the business. In framing tariff lists, 
however, the doctrine of comparative costs, i.e. the relative 
cost of producing different goods in the home country, has to be 
considered, and industries have to be selected mainly on this 
basis.” 2 An import duty of a protective kind usually acts as a 
bonus or impetus to a home industry. At first it will lead to an 
increase in price in the country itself, but this may in the long 
run lead to a lower price as the industry becomes developed. A 

^ The National System of Political Economy, p. 117 (Longmans, Green & 
Co., 1916). 

“ Cairnes, Some Leading Principles of Political Economy, part iii. ch. ii. 



CH. XXVI 


CUSTOMS DUTIES 


625 


J 

J 






J\ 




-P 


country may, as it is hoped in the case of India's steel production, 
have such special facilities in the way of raw materials as to lead 
to large scale production of a key industry, such production 
having hitherto been prevented by the lower price of the imported 
article. It is necessary to protect infant industries from unfair 
foreign competition and to keep out the dumped article. Pro- 
tection, too, may result in larger economies through production 
on a large scale. 

Public opinion deprecates any disposition on the part of a 
free-trade country, such as Great Britain was until 1932, to suggest 
to the Dominions and India, or to a great and friendly republic 
like the United States, what its fiscal policy should be. That is 
a matter of purely domestic concern. Indeed the Joint Select 
Committee on the Government of India Bill recommended that 
“ nothing is more likely to endanger the good relations between 
India and Great Britain than a behef that India’s fiscal policy is 
dictated from AUliitehall in the interests of the trade of Great 
Britain. That such a belief exists at the moment there can be 
no doubt. That there ought to be no room for it in the future 
is equally clear. India’s position in the Imperial Conference 
opened the door to negotiation between India and the rest of the 
Empire, but negotiation without power to legislate is likely to 
remain ineffective. A satisfactory solution of the question can 
only be guaranteed by the grant of liberty to the Government of 
India to devise those tariff arrangements which seem best^ fitted 
to India’s needs as an integral portion of the British Empire. It 
cannot be guaranteed by statute without limiting the ultimate 
power of Parliament to control the administration of India, and 
without hmiting the power of veto which rests in the Crown ; 
and neither of these limitations finds a place in any of the statutes 
in the British Empire. It can only, therefore, be assured by an 
acknowledgement of a convention. Whatever be the right fiscal 
policy for India, for the needs of her consumers, as well as for 
her manufacturers, it is quite clear that she should have the same 
liberty to consider her interests as Great Britain, Austraha, New 
Zealand, Canada, and South Africa. In the opinion of the 
Committee, therefore, the Secretary of State should as far as 
possible avoid interference on this subject when the Government 
of India and its Legislature are in agreement, and they think 
that his intervention, when it does take place, should be limited 
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to safeguarding the international obligations of the Empire or 
any fiscal arrangements Vvfithin the Empire to which His Majesty’s 
Government is a party.” ^ This has been accepted and India is 
now a highly protected country. The Finance Department of the 
Government of Incba complains that many of the duties such as 
those on sugar are so high as to be quite incompatible with a 
revenue tariff. The law of diminishing returns is in operation. 


The Impoetance of Customs Eevenue 

2. In the chief mdustrial countries the customs revenue is, 
with rare exceptions, of relatively less importance in the total tax 
revenue than before the War. This is especially so in the United 
States and in Australia, where the development of direct taxation 



Percentage of Customs 


Eevenue to Total 

Country. 

Tax Eevenue. 




Pre-War 

Post-War 


(1913-14). 

(1933-34). 

Great Britain .... 

21-7 

25-3 

India 

14-7 

35-1 

Australia (Commonwealth) 

76*3 

39-5 

Canada (Dominion) 

81-2 

24-3 

New Zealand „ . . . 

57-9 

30-2 

S. Africa (Union) 


22*2 

U.S.A. (Federal) .... 

43-6 

13-4 

France 

15-9 

15*1 

Italy 

13-6 

11-7 

Japan 

10-0 

11-4 


* 1932-33. 


has accounted for a part of this decrease. In 1933, for example, 
in the United States the customs revenue was only 13 per cent of 
the total Federal revenue. India is one of the few countries which 
has considerably increased the proportion of revenue since the 
War, omrtg to a rise in duties and the spread of protection to her 
industries. There is also a tendency for new countries to rely on 
customs more than older countries. As a general rule in modern 
industrial countries approximately one-sixth of the total revenue 

1 Eeport on the GoYernment of India Bill from the Joint Select Committee, 
clause 33, p. 10 (Government Printing Works, Delhi, 1919). 
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may be regarded as tlie average yield from customs revenue. The 
table on preceding page shows the relative importance of customs 
before and since the War. The greater proportion of customs 
duties is collected from a few articles. In Great Britain 77 per 
cent of the net receipts from customs in the year ending 31st 
March 1934 was obtained from tobacco, oil, sugar, wine, spirits, 
tea, matches, cohee and cocoa, and clocks and watches. Tobacco 
itself accounted for 38 per cent of the whole. One of the many 
practical results of the publication of The Wealth of Nations was 
the reduction of the number of dutiable articles by Huskisson, 
Peel, and Gladstone in the nineteenth century, when the revenue- 
yielding tarih was relieved of the incubus of a large number 
of taxed articles. Just over a century ago the English tariff 
schedules applied to some 1400 articles, which resembles the 1500 
of the American tariff at the present time. In India to-day 50 
per cent of the total customs is collected from four articles, and 
the same may be said of certain other countries, such as the 
Dominions. 

The Form of a Tariff 

3. There is next the question of ad valorem and specific duties. 
An ad valorem duty is a duty expressed as a percentage of the 
value of the imported commodity, while specific duties are duties 
expressed as a definite sum to be paid for a definite measure or 
weight of the commodity. India, Canada, the United States, 
and Australia have mainly ad valorem customs duties, although 
in very varying degrees. Ad valorem duties have been abandoned 
in Germany and in most other countries of commercial import- 
ance, and specific duties have generally taken their place, as the 
latter are comparatively easy to collect and simple from the 
administrative point of view. It is easy to grade the duties for 
slight variations in the physical nature of the commodity and 
thus to make for specialization, such as the number of threads 
per square inch in cotton manufactured imports. Ad valorem 
duties have not the same capacity in this respect. There is, 
moreover, no difficulty in valuation as with the ad valorem duty. 
There is little scope for fraud and evasion as is generally the case 
with ad valorem duties, the great drawback of which is that they 
necessitate valuation and throw a great strain on the appraising 
staff. Specific duties are defective in that they are regressive in 
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cliaracter as they constitute a heavy burden upon less valuable 
goods than upon the valuable goods of the same class. Thus 
in the case of tobacco the tax on the cheaper grades is a larger 
proportion of the total price than in the more expensive. They 
do not also respond to changes in the price level, and this is 
often urged against such duties. It is in practice extremely 
difficult to construct an ideal system of specific duties as this 
involves difierentiation of difierent grades of the commodity. 
The ad valorem duty in the United States depends, as in many 
other countries, on the declaration to be countersigned by the 
Consul in the exporting country. During the War experience 
showed that even under efficient supervision it is not infrequently 
impossible to get the actual market value of the goods at the time 
of exportation. In India forged documents were sometimes pre- 
sented. But in India the system has worked better than in most 
countries, since ad valorem values as provided for under the Sea 
Customs Act are based on wholesale market prices.^ The system, 
nevertheless, does undoubtedly lay a considerable amount of 
responsibility on the customs stafi, but it provides for an auto- 
matic increase in revenue wuth the rise in prices, just as a specific 
duty provides against a fall in revenue when prices fall. It is 
also well known that it is more desirable that revenue should 
increase automatically than that the Government revenue should 
be maintained unaltered when a fall in prices occurs. Although 
the tarifi in India is an ad valorem tariff, certain articles, such as 
salt, kerosene oil, spirits, and matches, are subject to specific 
duties, while other articles, mainly sugar, metals, silk, chemicals, 

^ Sections 30 and 31 of Act VIII. of 1878, which read as follows : 

“ 30. For the purposes of this Act the real value shall be deemed to be — 

“ [a) the wholesale cash price, less trade discount, for which goods of the 
like kind and quality are sold, or are capable of being sold, at the 
time and place of importation or exportation, as the case may be, 
without any abatement of deduction whatever, except (in the case 
of goods imported) of the amount of the duties payable on the 
importation thereof, or 

“ (6) w'here such price is not ascertainable, the cost at which goods of the 
like kind and quality could be delivered at such place, without any 
abatement or deduction except as aforesaid. 

“31. Goods chargeable with duty upon the value thereof, but for which a 
specific value is not fixed by law for the purpose of lev 3 fing duties thereon, 
shall, without unnecessary delay, be examined by an Officer of Customs, If 
it appears that the real value of such goods is correctly stated in the bill-of- 
entry or shipping -bill, the goods shall be assessed in accordance therewith.” 
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and dyes, are assessed by means of the system known as tariff 
valuation, i.e. a combination of specific and ad valorem duties. 
The Government from time to time determine the value of the 
article under this tarifi valuation system for purposes of assess- 
ment, and this value is then taken as the conventional value for 
the article in regard to the payment of customs duty throughout 
the period, usually a year. This tariff valuation system is equi- 
valent to a system of specific duties adjusted from time to tune 
to meet changes in prices, the basis being a uniform ad valorem 
rate. This system combines the advantages of specific and ad 
valorem duties. It has the advantage of specific duties in that it 
reheves customs officials from often a difficult valuation, as in the 
case of the imports of manufactured silk, which is difficult to 
appraise. The importer also is able to calculate ahead what he 
has to pay as duty. If the adjustments are made at fairly fre- 
quent intervals the fluctuations in prices do not result in a loss of 
duty, and the public know under this tariff valuation system the 
exact rate at which duty is to be levied when doing their business. 
If the tariff of a country is high, speciflc duties are on the whole 
preferable from the administrative point of view. In the case of 
a specific duty the importer knows exactly what he will have to 
pay as duty, as in the case of tariff valuation. Specific duties, 
however, being fixed, require frequent changes when prices 
fluctuate, and they do not give a very clear idea of the rate of 
duty and the actual burden except to those with expert knowledge. 
Specific duties require to be revised periodically. In a period of 
rising prices, for example, if not promptly altered, the real income 
of the State will, as we have seen, suffer. In those countries 
where high protection is intended acl valorem duties require the 
most careful watching. The Indian Fiscal Commission, for ex- 
ample, concluded that “ while the Indian tariff must contain, as 
at present, ad valorem and specific duties and tariff' valuations, 
the system of specific duties and tariff valuations might be ex- 
tended cautiously, wherever examination by the Tariff Board 
shows that this is likely to be in the general interests ''d With 
the increase in protectionist policy in recent years specific duties 
have become more popular, because a high degree of protection 
is less easily seen when expressed as a specific duty than when as 

^ Report of the Indian Fiscal Commission, p. 150 (Simla, Superintendent, 
Government Central Press, 1922). 
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an ad valorem duty. A heavy import duty on sugar, for example, 
when expressed at so much per cwt. does not appear so great as 
when expressed in a form of a high percentage. Again, pro- 
tectionists prefer specific duties because when prices are falling 
(and in consequence the need of protection is more keenly felt) 
an unchanged specific duty gives an increasing rate of protection. 
Lastly, when the price of the protected article is subject to very 
considerable changes an ad valorem duty gives the least protection 
when prices are low and protection is therefore most required, 
just as it gives the greatest protection when prices are high and 
protection is least needed. In short, the advantage of an acl 
valorem duty varies inversely as the need for such benefit. Some 
articles lend themselves to one type of duty and some to the other 
type. Standardized articles such as wheat, sugar, and pig-iron 
lend themselves to specific duties, while other articles possessing 
a large range of qualities and values such as textiles lend them- 
selves, on the whole, to ad valorem duties. 

Miscellaneous Functions 

4. The duties of the customs authorities are not confined to 
ad valorem and specific duties. They have to prevent the importa- 
tion of certain articles. In Great Britain, for example, obscene 
literature, advertisements of lotteries, foreign gold and silver 
plate without assay, foreign reprints of copyright works, the 
plumage of birds (with certain exceptions), shaving brushes 
manufactured in or exported from Japan, and prepared opium 
are not allowed to be imported. In addition to the prevention of 
importation the customs authorities have to prevent the irregular 
importation or irregular exportation of certain goods. In Great 
Britain, explosives, synthetic organic dyestufis, hops, arms and 
ammunition, dangerous drugs, and goods commg within the 
Anthrax Prevention Act are imported under certain regulations, 
and this requires careful scrutiny. Arms and ammunition, 
dangerous drugs, gold and silver coins, and gold bullion are 
similarly allowed to be exported under certain conditions only. 
The customs authorities, however, have other duties to perform, 
such as the preparation of statistics. In the United Kingdom 
the Customs and Excise Departments now form one Department, 
and these authorities undertake the collection, in ceidain cases. 
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of income tax and tlie sale of stamps, the collection of agricultural 
statistics, the enforcement of certain health regulations, the 
detention of vessels and cargoes, the enrolment and payment 
of men for the Royal Naval Reserve, the investigation of claims 
to exemption from National Health Insurance, the collection of 
passenger returns under the Aliens Acts, the collection of the 
transferred taxes, and the administration of the Old Age 
Pensions Acts on behalf of the Government of Northern Ireland 
by virtue of an agency agreement under the Government of 
Ireland Act, 1920. 

Customs Duties in England 

5. It will now be convenient to review briefly some of the 
main features in the history of customs duties in the British 
Empire, in one or two continental countries, in the United States, 
and Japan. We are in search of principles rather than of detailed 
facts.^ 

In Great Britain the history of customs is of great mterest. 
It is possible to trace the history from the time when export 
duties on wool and import duties on wine were levied. In 1490 
a retaliatory duty on malmsey wine from Crete was imposed as a 
coimterblast to the heavy import duties levied by the Venetians 
until the latter should abate their new impositions. Up to the 
year 1700 customs duties were for revenue purposes and were 
approximately 5 per cent on imports and exports. The tariff, 
speaking generally, was arranged to yield the required revenue 
with the least possible effect on the trade of the country. The 
period 1700 to 1825 was a period of high protection, except during 
the peace years when Walpole was in power. This latter period 
extends from 1721 to 1742. It is said of Walpole that he found 
the tariff the worst in the world and left it the best. The 
exigencies of the State were so great in the eighteenth century 
that a 25 per cent duty was in vogue as early as 1759, and other 
articles, such as tea, coffee, sugar, tobacco, salt, wines, and spirits, 
paid much higher rates. Heavy duties were placed upon the im- 
portation of raw silk in 1765, and this continued for sixty years. 

^ Reference should he made to History of Taxation and Taxes in England^ 
Stephen DoweU (Longmans, Green & Co., 1884), if a detailed history of the 
English system is desired. 
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From 1802 onwards import duties on wool were greatly increased 
and rose elevenfold between 1802 and 1819. An import duty on 
tea was first levied in 1689 at 5s. per lb. The rate was so excessive 
that smuggling continued until Walpole, in 1723, introduced a 
warehousing system similar to that for pepper. On importation 
an ad valorem duty of 14 per cent w^as levied, and wLen removed 
from the warehouse a further (inland) duty of 4s. per lb. for home 
consumption was imposed. Later the duty was increased, and 
Pitt in 1784 reduced the tax from 119 per cent to 12^J- per cent ; 
in 1795 this was raised to 20 per cent, and in 1801 to 50 per cent, 
and in 1819 to between 96 and 100 per cent. In 1836 the rate 
was 2s. Id. per lb., and Gladstone reduced it. From 1857 to 
1863 it was Is, 5d., and from April 25, 1863, Is. In recent years 
the taxation of tea has been reduced but in 1936 was increased 
by 2d. per lb. British Empire tea now is taxed at 4d. per lb. 
and foreign tea at 6d. per lb. The consumption of tea per head, 
in the United Kingdom of Great Britain and Northern Ireland, 
is a shade over 10 lbs. per annum. 

From 1825 commenced the period which is noteworthy 
for the large reduction in the number of articles on the tariff 
lists and for the policy of free trade. In 1660, 1630 articles were 
subject to duty ; in 1781, 1425 ; in 1826, 1280 ; in 1841, 1052 ; 
in 1845, 1163 ; in 1849, 515 ; in 1853, 466 ; in 1859, 419 ; 
in 1876, 42 ; and in 1924 only 25,^ excluding key industry goods. 
With the passing of laissez-faire and the growth in protection in 
recent years, especially since the Import Duties Act, 1932, the 
number of articles in the tariff schedules has considerably increased. 

The reforms of Huskisson and Robinson m 1824 necessitated 
a further instalment of the reforms which Gladstone completed 
when Chancellor of the Exchequer. The duty on the import of 
foreign wool was reduced to one penny to suit manufacturers, 
while exporters were given the right to export on the payment of 
the same charge. The prohibition on the export of wool was 
thus removed, and foreign wool was admitted on the same con- 
ditions as home wool was exported. The protection given to the 
silk industry was modified by the reduction of the import duty 
on the raw material, and the prohibition on the import of manu- 
factured goods was not removed until July 1826 in order that 
manufacturers might have an opportunity of preparing for 
1 Vide Fourteenth Report, Customs and Excise, Cmd. 1933, 1924:. 
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competition. In 1825 the reforms of the previous year, instead of 
producing a loss of revenue, produced a surplus. The high duty 
which prohibited the import ot bar iron was reduced, and similarly 
the high duties on home coffee, cocoa, and wines were curtailed. 
Although Great Britain had no serious rival, cotton manufactures 
were actually protected by import duties ranging from 50 to 75 
per cent. This was reduced to a uniform duty of 10 per cent on 
all cotton manufactured goods. In no case was a higher pro- 
tective duty to be given than 30 per cent. A distinguished Civil 
servant, James Deacon Hume (1774-1842), codified, as a result 
of these changes, the various customs laws in force, and on 5th 
July 1825 a Consolidating Act (6 Geo. IV. c. 105) was passed. In 
this act 443 statutes were enumerated, and the remaining acts 
were repealed by a general definition. The laws accumulated 
during the previous 550 years were done away with. In 
June 1815, it may be remembered, 1100 customs acts were in 
force. 

Peel in 1841 was convinced that the recovery of industry was 
partly delayed by the lack of a simple tariff. Complicated duties, 
in his opinion, strangled trade, and he felt that a movement in 
a free trade direction was necessary owing to the circumstances 
at the time. The Report of the Committee on Import Duties 
appointed in 1840 recommended that duties should be charged 
on a small number of commodities in order to facilitate the 
transactions of commerce, benefit the revenue, diminish the cost 
of collection, and remove the multitudinous sources of complaint 
and vexation The principles on which the new tariff of 1841 
was constructed were : (1) the removal of prohibitory duties or 
their reduction ; (2) the reduction of duties on raw materials, not 
exceeding 5 per cent ad valorem ; (3) the reduction of the duty on 
partially manufactured articles to a rate not exceeding 12 per 
cent ad valorem ; and (4) the reduction of duties on manufactured 
articles to a rate not exceeding 20 per cent ad valorem. The 
revision necessitated changes in 750 out of a total of 1200 articles 
on which duties were paid. The tariff was further revised in 
1845 and in 1856. The abolition of import duties on wheat (the 
Corn Laws) took place in 1846. The opposition to the repeal of 
the Corn Laws was mainly from the landed classes, whose power 
was immense for centuries before the introduction of the first 
Reform Bill. Gladstone completed the work which Peel had 

VOL. II I 
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undertaken as Cliancellor of the Exckequer in 1853. and removed 
completely in 1860 the protective features of the tariff. 

The growth of the British customs revenue may he gauged 
from the following table : 


British Customs Revenue 



£ (Millions). 

Year ended 
31st March 

£ (ilillions) 

16S8 

1 

1919 

103 

1714 

1-6 

1920 

149 

17S5 

4-5 

1921 

134 

1802 

9*9 

1922 

130 

1817 

11-9 

1923 

123* 

1842 

23-5 

1929 

119 

1847 

22-2 

1930 

123 

1854 

22-5 

1931 

121 

1874 

20*3 

1932 

136 

1886 

19*8 

1933 

167 

1903 

34-6 

1934 

180 

1914 

35*5 

1935 

185 


* Great Britain and Northern Ireland since 1923. 


With the passing of laissez-faire after the Great War the 
general argument for industrial liberty has greatly lost its force. 
From the point of abstract theory protection within certain limits 
and in certain cases is advantageous to the wmrld as well as to the 
protecting country, but unfortunately these qualifications are 
never adhered to. Owing to the resurgence of economic national- 
ism, and to pohtical and other reasons, it is impossible to expect 
governments to keep protection within ideal limits, and each State 
to-day seeks protection for its industries and is making customs 
duties as a revenue source of secondary importance. Every im- 
portant country now protects its employment and markets. It 
was only in 1932, as we have seen, that England found it necessary 
to turn to protective tarifi's. She had already some experience of 
this from the safeguarding duties as fixed by the Safeguarding of 
Industries Act, 1921, and the Safeguarding of Industries (Customs 
Duties) Act, 1925. These Safeguarding Duties made it possible to 
levy a duty at the rate of one-third of the value of the goods imported, 
which are classified as key ’’ industry goods. But goods pro- 
duced and manufactured in the British Empire were exempt from 
duty. By the Safeguarding of Industries Act it was also provided 
that a similar rate of duty was leviable on the importation of goods 
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from countries with a depreciating currency. The tariff weapon 
is now used for bargaining with other countries. Bitter experience 
had taught Great Britain that other countries would not remove 
the restrictions on European trade. Indeed these restrictions had 
grown and the sale of surplus foreign products wns steadily grow- 
ing in the British market. The Abnormal Importations Act, 1931, 
was passed to counteract this, and in the following year this was 
followed by the Import Duties Act, 1932. Ad valorem duties were 
imposed on all imports, with certain exceptions. The justification 
was, of course, revenue and the saving of the pound, but behind 
this was the necessity of following the policy of protection adopted 
by all competitors. The policy of protection was followed by the 
Ottawa Conference, as a result of which preferential customs rates 
were adopted by Great Britain and other members of the British 
Empire. The Ottawa Agreements Act was passed in 1932. In 
order to minimise the danger of undue use of political inhuence by 
industrial interests and the possibility of the tariff becoming an 
instrument for the protection of inefficiency and backwardness 
rather than an impartial tariff, a Committee known as the Import 
Duties Advisory Committee, consisting of a chairman and not less 
than two or more than five members, was created by the British 
Parliament under the Imports Duties Act of 1932. Similarly in 
India, the Tariff Board examines carefully every case for pro- 
tection and makes recommendations to the Government of India. 
Under the Import Duties Act, 1932, duties are imposed on all 
articles imported into the United Kingdom, with certain exemp- 
tions, and certain articles have to bear a high duty for protective- 
reasons. The act was passed with a view to the restricting in 
the national interest of the importation of goods into the United 
Kingdom, to the providing of a remedy in cases where a foreign 
country discriminates in the matter of importation as against 
goods produced or manufactured in the United Kingdom . . . 
and to the making of an addition to the public revenue’'. It 
provided for a general ad valorem customs duty of 10 per cent, 
except in the case of (1) goods already dutiable ; (2) goods specified 
in Schedule I of the Act or to be specified in subsequent orders ; 
(3) goods consigned from any part of the British Empire within 
specified periods ; and (4) goods from other countries to be 
specified. Nevertheless, as has already been noted, the list of 
important revenue producers is comparatively small, as will be 
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seen from the following table, which gives in rounded figures the 
net receipts from customs : 

Customs Ueceiijts, 
1033-34 
£ (Milhous) 


1. Tobacco ....... 67*6 

2. Oil 39-9 

3. Sugar ....... 10*2 

4. Beer ....... 5-0 

5. Sphdts ....... 4*4 

6. Wine ....... 4T 

7. Tea ....... 3*7 

8. Matches . . . . . . .1*9 

9. Coffee and Cocoa ..... 0-9 

10, Clocks and Watches ..... 0-5 

Total . . .138-2 

Grand Total of net receipts from customs, 
including the 10 classes above . .180 


The Dominions 

6. In the self-governing Dominions and India protection is the 
order of the day. The percentage ad valorem rate of duty on 
dutiable imports in Canada in 1926 was 24-7 per cent and 15-5 
per cent on the total imports from all countries. The following 
table is of interest in this connection : 

Dutiable Imports — Average Ad Valorem Rate oe Duty 

1920. 

From Great Britain . . . 21-6 per cent. 

From United States . . . 234) ,, 

From all countries . . . 24-7 ,, 

The revenue from customs was $127 million in 1926 out of a total 
revenue of $383 million. Canada adopted a protective tariff in 
the fifties of the last century. In 1859 Sir A. T. Galt, Minister of 
Finance, prepared a report emphasising the right of the Canadian 
Parliament to levy taxation,^ as it deemed best, even though it 
may run counter to the wishes of the British Ministry. This 
doctrine was not challenged by the British Government. The 

^ The great part of taxation was then raised through customs duties. 
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confederation of provinces, in 1867, led to tlie removal of tlie 
internal tariE barriers tliroughoiit Canada. There was a uniform 
tarifi against all countries until 1897, when preference was granted 
to British goods hj the remission of a percentage of the duty 
imposed. This method of preference was given up in 1904, and 
a specially low rate of duty on almost all dutiable commodities 
was adopted. A new tariff was introduced in 1907 which is the 
basis of the present tariE. The rates were in many cases raised 
to produce more revenue during the years of the recent great 
depression. At present there are three different tariffs — general, 
preferential, and reciprocal. The general tari:h applies to all 
countries except those that come under the second and third. 
The preferential tariff applies to the British Empire, while the 
reciprocal or intermediate tariff applies to countries such as the 
Umted States, with which special commercial treaties have been 
made. Special commercial treaties have been concluded with 
France, her colonies and protectorates, Belgium, Italy, and the 
Netherlands. The countries that are included under the recipro- 
cal most-favoured-nation clause are the Argentine Republic, 
Colombia, Denmark, Japan, Norway, Russia, Spain, Sweden, 
Switzerland, and Venezuela. The Canadian customs tariff con- 
tains an anti-dumping clause. Drawbacks of 99 per cent of duties 
are also permitted on the raw materials imported when they are 
exported as manufactured articles. Since 1903 a surtax has been 
imposed on imports from those countries which treat Canadian 
imports less favourably than those from other countries. The 
surtax can be applied even to goods on the free list. No duties 
have been collected on exports since 1892, except in regard to the 
export of fur from the North-West Territories, placer gold from 
the Yukon Territory, and on the export of electrical energy. 
During the War special duties were levied. In August 1914 the 
duties on coffee, sugar, spirituous liquors, and tobacco were 
increased. In 1915 additioiial duties of 5 per cent ad valorem 
under the British Preferential Tariff and 7| per cent ad valorem 
under the Intermediate and General Tariffs were imposed, but 
certain articles were exempted from these increases. In 1918 the 
duties on tea, coffee, and tobacco were increased. In 1919 the 
5 per cent increase in the British Preferential Tariff was abolished 
and the 7| per cent increase m the Intermediate and General 
Tariffs was partially repealed. There were also other reductions 
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ill the rates of duty on certain articles, especially agricultural 
implements. Specific in place of ad valorem duties were imposed 
in 1919 on pig-lead, zinc spelter, and copper ingots. The Depart- 
ment of Customs and the Department of Inland Revenue were 
amalgamated in 1918 into one Department — the Department of 
Customs and Inland Revenue, under one Minister of the Crown. 

In Australia, under the tarih of 1921, about 46 per cent of the 
imports are subject to ad valorem rates, 25 per cent to specific 
duties, and the balance of about 29 per cent are free of duty. A 
comparison of the tariS now in force with that before the War 
shows that the proportion of dutiable goods has increased from 
57 per cent to 64 per cent. The average ad valore^n rate of duty 
on dutiable goods has increased from 29*96 per cent to 31*93 per 
cent. The average percentage duty on all merchandise increased 
in the same period from 17*08 per cent to 22*63 per cent. The 
equivalent ad valorem rates of duty under the tariff of 1921 was 
107 per cent on spirits, 85 per cent on tobacco, 53 per cent on 
ores, 41 per cent on jewellery and fanc}^ goods, 35 per cent on 
rubber goods, 21 per cent on iron and steel, and 27 per cent on 
other manufactures of metals. The duty on apparel is 37 per 
cent, on leather 32 per cent, on textiles 22 per cent, and on 
miscellaneous goods 31 per cent. 

Before the establishment of the Commonwealth in Australia 
each state had its own tariff and the inter-state trade was previous 
to this similar to overseas trade. From 16th September 1902 
trade between the different states of the Commonwealth became 
free. Western xTustralia, however, reserved the right to levy 
duty on the goods of other states up to 1907. The present Tariff 
Schedule provides a Preferential Tariff’, an Intermediate Tariff, 
and a General Tariff. The first is applied to the British Dominions 
and the second to the British Dominions or to any foreign country. 
The General Tariff' is in force against countries other than those 
coming under the British Preferential and Intermediate Tariffs. 
The Commonwealth Tariff Act of 1908 provided preferential rates 
for certain goods produced in the United Kingdom. The list of 
articles has been enlarged and the margin in favour of the United 
Kingdom extended. To be eligible for preferential treatment 
goods must be whoUy produced or manufactured in the United 
Kingdom. In the case of goods not wholly produced or manu- 
factured, at least three-fourths of the value should be repre- 
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seiited bj British labour or material. However, one-fourth of 
the value represented by British labour or material will be enough 
for those goods which are not commercially manufactured in 
Australia. It is, however, necessary that in each case final 
processes of manufacture should have been carried out in the 
United Kingdom. The goods must be consigned therefrom direct 
to Australia. This was the position prior to the Ottawa Confer- 
ence. In 1926 ninety-five per cent of British merchandise was 
preferentially treated, and the average margin of preference, viz. 
12-91 per cent ad valorem, represented a loss of duty of £7,981,000. 
Preference to South African goods has been extended since 1906. 
From 1st September 1922 a preferential tariff was extended to 
New Zealand. Eeciprocal tariff arrangements between Canada 
and Australia have been made as a result of the Ottawa Confer- 
ence. Since 1921 a Tariff Board of three members has been set 
up to whom the Minister refers for report cpiestions relating to the 
classification of goods for duty, the determination of the value of 
goods, the necessity for new, increased, or reduced duties, the 
necessity for granting bonuses, the application of the difierent 
tariffs to the difierent countries, and complaints relating to the 
undue advantages taken by manufacturers by charging unneces- 
sarily high prices. Provision is made for levying anti- dumping 
and depreciated currency duties. The revenue from customs 
amounted to £22 millions out of a total Commonwealth revenue 
of £56 millions in 1933-34. 

In New Zealand a tariff of definitely protective intention 
dates from 1895. There is a General Tariff, an Intermediate 
Tariff, and a Special Tarifi for British Empire goods. Most of 
the duties are specified, but on some articles an ad valorem 
duty from 5 per cent upwards is levied under the Customs 
Amendment Act of 1921. A rate of duty is fixed in the case 
of countries with a depreciated exchange, and by the Customs 
Amendment Act, 1921, provision is made for a special dumping 
duty which may be imposed by the Minister of Customs on 
goods imported if the selling price to an importer is less than 
the current value of the goods, and provided that such imports are 
likely to have a prejudicial effect on an industry established in 
the Dominion. In such a case the special duty shall not exceed 
the difierence between the actual selling price and the current 
domestic value. As in the case of Australia changes have been 
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made as a result of the Ottawa Conference. The only export 
duties in force are those on the export of timber under the Timber 
Export Act, 1908, and on gold under the Gold Duty Act, 1908, and 
the Amendments Acts. Out of a total tax revenue of £21 ,486,000 
for the year ending 31st March 1934, customs duties accounted 
for £6,485,000. 

Section 136 of the South Africa Act of 1909 has declared free 
trade within the Union. ^ The customs tariff is protective, and in 
certain cases prohibition of imports is possible. The ad valorem 
duties ordinarily vary from 3 to 25 per cent. Specific duties are 
also levied, especially on foodstuhs, drink, and tobacco. Duties 
from apparel, textiles, liquors, and metals including iron and steel, 
are the main sources of revenue. Customs revenue is the principal 
head of the Union Government’s revenue. For the year ending 
1933-34 customs revenue amounted to £7,981,000 as compared 
with £7,490,000 from income tax out of a total revenue of 
£35,978,000. The most important point regarding customs duties 
in South Africa is the preference accorded to goods the produce of 
reciprocating countries within the British Empire. As far back 
as 1821, the Cape Province taxed British goods at 3 per cent and 
other goods at 10 per cent. A rebate of 25 per cent of the ad 
valorem duties was provided for on imports from the British 
Empire, which granted reciprocal privileges. By the Tariff Act 
of 1914 it was provided that imports from Great Britain and the 
reciprocating Dominions of Austraha, Canada, and New Zealand 
should pay 3 per cent less than other countries in respect of the 
goods chargeable with ad valorem duties. Debates were also 
allowed on imports subject to special duties. The percentage of 
the rebates was approximately 12 per cent of the customs revenue. 
The system of Imperial preferences had been revised even previous 
to the Ottawa Conference, preferential treatment being given in 
the form of minimum duties on specific articles selected with due 
consideration. Proper attention is given to the needs of the 
Treasury as well as to industries of the Union and to the export 
trade of Great Britain and the Dominions. Other countries were 
to pay the maximum duties. Minimum duties also were appli- 
cable to other countries for reciprocal privileges, but in that case 
lower duties were also to be applied to Great Britain. In 1926 

^ For the previous history of the customs in South Africa vide Protection in 
South Africa, hy A. J Bruwer, Stellenbosch (Pro-Ecclesia Printing Works, 1923). 
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protective duties were levied on wheat, whisky, brandy, enamelled 
sheets, and girders, on the recommendation of the Board of Trade 
and Industries. Articles required for industrial purposes, in- 
cluding agricultural machinery, are imported free of duty. The 
tariff, however, is defective m that it contains a number of ad 
valorem duties on household and other articles not produced or 
manufactured in the Union. 


India 

7. The history of Indian customs duties is particularly in- 
structive. It divides itself into four main periods : (i.) up to the 
year 1861 ; (ii.) the free trade period, 1862 to the beginning of the 
War (1915); (hi.) the War and post- Armistice period (1916-21); 
and (iv.) the period beginning 1922, the year in which the Indian 
Fiscal Commission reported. As a result of this Commission (i.) 
a policy of protection was advocated with discrimination “ so as 
to make the inevitable burden on the community as light as is 
consistent with the due development of industries and to avoid 
abrupt disturbances of industrial and commercial conditions ’V 
and (ii.) a Tariff Board was set up. 

Firstly as to period one. During the Moghul period customs 
duties were low. At Surat, for example, in 1609, they were 3 
per cent on provisions, 2 per cent on gold and silver coined or 
uncoined, and 2| per cent on other goods. Delay, over- valuation, 
and compulsory sales by the customs authorities were not 
unusual. In the time of the Moghuls the rate may be said to have 
approximated to 5 per cent ad valorem, although it was less in 
some places. There was also a system of internal land customs 
or transit duties, a system that was not done away with by the 
East India Company until 1844. In the forties of the last century 
there was a tariff of 3| per cent on raw materials and from 3|- to 
5 per cent on manufactured goods. If, however, the goods were 
carried in non-British bottoms these rates were 7 and 7 to 10 per 
cent respectively. From 1848 to 1859 differential duties on the 
basis of the origin of the goods were imposed in place of the 
nationality of the shipping, the duty on British goods being one 
half of those on non-British goods. There was also a duty on 

^ Page 51, Report of the Indian Fiscal Commission (Simla, Superintendent, 
Government Central Press, 1922). 
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most exports ot 3 per cent ad valorem or a rate approximating to 
that figure. In order to balance the Budget the Pdght Hon. 
James Wilson increased in 1859 the general rate of duty from 5 
to 10 per cent and certain luxuries had to pay 20 per cent. The 
luxury rate of duty lasted only for a year, as it ivas not productive. 
The duty on cotton yarn was raised in 1859 to 5 per cent from 

per cent. Although export duties were levied at the rate of 
2 annas per maund on grain, Es.3 per maund on indigo, 4 per 
cent ad valorem on lac, and 3 per cent on most other articles, the 
Tinance Minister exempted (in 1859) raw cotton, raw silk, sugar, 
and tobacco. Tea, coffee, wool, jute, raw hides and skins were 
freed from export duties in the following year. Saltpetre, how- 
ever, had to bear a heavy export duty. These duties were for 
revenue purposes. 

The free trade period from 1862 to 1915 may be conveniently 
di\dded into two periods, {a) 1862-1894 and (6) 1894-1915. The 
influence of the gospel of free trade had spread to India, as it 
had to the Dominions and the United States. The period 
from 1862 to 1894 is marked by a reduction and then by a 
general abolition of duties. Under financial necessity, Sir James 
Westland, Finance Minister, had in 1894 to reimpose duties, 
and in some cases to increase the few duties then in force, and 
this year marks the beginning in an upward direction of our 
revenue tariff. 

In 1862 the duty on imported cotton piece-goods was reduced 
to 5 per cent, and on imported cotton yarn to 3|- per cent. Two 
years later the general tariff was reduced from 10 to 7|- per cent, 
and many articles were freed from duty. In 1867 the export 
duty tariff list was reduced from 97 articles to 9, and 
saltpetre was one of the articles on which an export duty 
was abolished. In 1873 wheat was no longer required to pay 
an export duty, and in 1875 the list was reduced to three 
articles — indigo, lac, and rice. In the same year (1875) the 
general rate of import duties was reduced from 74 to 5 jier cent, 
the duties of 5 per cent on cotton piece-goods and of 3|- per cent 
on cotton yarn remaining the same. The British Government 
directed the Government of India to abolish these cotton duties 
as soon as it was financially possible, and here we already have, 
in the words of the Fiscal Commission, “ the ill-omened shadow ” 
of the cotton duties controversy on the tariff policy of this 
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country. In 1878 the cotton duties were partially abolished, 
and in 1880 indigo and lac were removed from the export tariff 
list, rice alone remaining. In 1882 the general customs duty 
on imports and the remaining duties on cotton were removed, 
and only rice remained on the export list. Between 1882 and 
1894 the only duties retained were those on arms, ammunition, 
liquors, opium, and salt, and from 1888 the half-anna per gallon 
duty on petroleum. The duty on arms and ammunition was 
kept for admmistrative reasons, while that on liquors, opium, 
and salt was complementary to the excise duty on these 
articles. 

A general import duty of 5 per cent was levied in 1894. 
At first cotton goods were imported free, hut later on in the 
year an import duty of 5 per cent was necessary on both piece- 
goods and yarn, and a countervailing duty of 5 per cent on 
Indian yarn of counts above 20’s was also levied. Eailway 
materials and machinery were placed on the free list, and a 
duty of 1 per cent was imposed on iron and steel. In 1896 the 
duty on cotton piece-goods was reduced as was the countervailing 
duty on Indian-made piece-goods to 34 per cent, cotton yarn 
being freed from the payment of customs or countervailing 
duty. From 1897 to 1910 the tariff remained practically the 
same as it was in 1896. In 1910-11 the import duty on liquors, 
tobacco, silver, and petroleum was increased. In 1902 the 
question of Imperial Preference was examined, but, as the 
Fmance Mmister (Sir Edward F. G. Law) phrased it, in 
existing circumstances and in view of the fact that our exports 
consist almost entirely of raw materials and produce, it does 
not appear probable that materially important advantages could 
be offered to us under a system of preferential tariffs in our 
favour adapted for other parts of the Empire ’k The Fiscal 
Commission recommended that no preference should be given 
if it diminish the protection required by Indian industries. 
Such preference should not lead to any net appreciable loss 
to India, and it should not be granted without the consent of 
the Indian Legislature. 

The third period — the War and post - Armistice period — 
shows clearly the effects of the War. The necessity for more 
revenue led to an increase in the general import tariff to 
per cent in 1916 and to 11 per cent in 1921. In the former 
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year tiie free list was reduced, 24 per cent was imposed on railway 
material and machinery other than that for cotton mills, and 
10 per cent on sugar. The duty on iron and steel wns raised 
from 1 to 24 per cent, and the duties on liquors and tobacco 
were also increased. In 1917 the import duty on piece-goods 
was raised to 7^ per cent, the countervailing duty on Indian- 
made goods remaining at 3|- per cent. In 1921 cotton -mill 
machmery and stores were removed from the free list and a 
specific duty was placed on matches. Luxury articles, such as 
motor cars and watches, were taxed at 20 per cent. Export 
duties on raw and manufactured jute and on tea were imposed 
in 1916, and in the following year the jute export duty was 
doubled. In 1919 a protective export duty on raw hides and 
skins was imposed to protect the Indian tanning trade, and 
66§ per cent rebate was granted if exported to the British 
Empire for tanning. 

The fourth period, beginning with 1922, saw a rise in the 
general import tariff to 15 per cent. This tariff is now 25 per cent 
ad valore^n and is definitely protectionist, as will be seen from a 
study of the Tariff Schedules. In regard to articles which are 
exceptions to the general rate, cotton piece-goods pay 50 per cent, 
unless of British manufacture, when they pay 25 per cent. Silk 
or artificial silk mixtures pay 35 per cent or 2 As. 3 pies per square 
yard, whichever is higher. Motor cars and motor cycles 37-| per 
cent. Sugar pays the high rate of Rs.9 As.l per cwt. '' Luxury 
articles ” pay 50 per cent, cigars 112|- per cent, cigarettes 25 per 
cent ad valorem plus either Rs.8 As. 2 per 1000 or Rs.3 As. 4 per lb., 
whichever is higher ; spirits generally pay Rs.37 As. 8 per gallon, 
and perfumes Rs.60 per gaUon. Certain metals and railway plant 
pay a lower rate and agricultural implements and quinine are free. 
There are also protective duties at special rates on special articles 
such as iron and steel and certain manufactures thereof. The 
two outstanding facts in the recent history of Indian tariff legis- 
lation are (1) the strong movement towards high protective tariffs, 
oblivious of the possible results on the consumer, predominately 
an agricultural consumer, and (2) the acceptance of the principles 
of the Ottawa Conference in regard to preferential tariffs within 
the Empire but not at the expense of India herself. Finance 
Ministers in recent years have pointed out that the tariff originally 
designed for revenue is becoming, on account of its recent pro- 
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tectionist character, less productive of revenue than it should be. 
It is for this reason that excises on sugar and matches have been 
introduced. The prosperity of the cotton textile industry rela- 
tively to that in most other countries of the world, Japan perhaps 
excepted,, is largely owing to high protective tarihs. Customs 
revenue in 1933-34 was no less than Es. 4855-2 lakhs out of a 
total Central tax revenue of Es. 7984-3 lakhs. ^ 

The customs duties that obtain in other parts of the British 
Empire do not require separate examination. In many colonies 
export duties are in force, as in the Federated Malay States, 
which produce rubber and tin, and the West Indies, which 
produce sugar. The time is coming when Crown Colonies will 
have to spend money on the development of social ser\dces, 
such as education, sanitation, and medical relief, which will be 
a sound investment in the long run. The overhauling and perfect- 
ing of the customs system are in some of these already overdue. 

Other Countries 

8. It will not be possible to review the history of tariffs in 
free-trade countries like Holland, Denmark, Norway, Switzerland, 
and Belgium, for reasons of space. The case of Great Britain has 
already been dealt with in some detail. It will also be impossible 
to review in detail the protective principles underlying the 
customs duties of France, Germany, Italy, the United States, 
and Japan. Protection as a national policy is evident in the 
history of France, as in the majority of countries. The revenue 
from customs for the year ending December 1934 was 5-3 milliard 
frs. out of a total national tax revenue of 35-l-'or a total national, 
provincial, and local tax revenue of 48-7 milliards. Customs 
duties from sugar and salt are taxed through the customs and the 
excise, as are petrol, benzol, and one or two other products. Food 
and raw materials are subject to duty as well as manufactured 
goods. The same applied to Germany before the War. The 
French tariff is built upon the system introduced in 1791, together 
with a conventional tariff system based upon treaties. The re- 
forms introduced by the law of 1892 fixed a maximum or general 
tariff extending to seven hundred items, and a minimum tariff, 
which allowed the import at special rates of goods of countries 
1 R8.1 lakh = Rs.l00,000 = £7500. 
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which gave similar concessions to French goods. Nevertheless, 
as one's eye goes down these tarih lists one is struck by the number 
of unproductive duties, and in this the French customs is in strong 
contrast with the British system. The duties on food-grains, like 
those in CTermany and Italy, fell on the wwking classes, and it is 
doubtful whether the protective nature of the tax outweighs its 
drawbacks. France is much in need of a second Colbert to 
systematise (as the great Colbert did in 1664) the tariff with its 
long list of duty-paying commodities. 

The tariffs of the United States ^ and Japan are of importance. 
The early tarih history of the United States before the War of 
Independence shows a somewhat selfish policy on the part of 
Great Britain, Certam important articles could be exported 
only to Great Britain, and imports were possible only in British 
ships. That was, indeed, part of the colonial policy of the time. 
The duties on imports of 1773 were on rum and sugar from 
countries outside the British Empire. Even before 1816, when 
a definite protective policy took shape, there were attempts to 
protect young industries. But from the date of the Constitution 
(1787) to the end of the war of 1812 the tariff was intended for 
revenue purposes. Textiles, mainly cotton and wool, and iron, 
however, were protected commodities. Tea, coffee, liquor, and 
tobacco were those which were looked to as the main sources of 
revenue. From the second decade of the nineteenth century the 
idea of protection grew^, except for a possible set-back for fourteen 
years from 1846. The tariff of 1846, however, protected woollen 
and cotton goods to the extent of 20 per cent and iron 30 per cent. 
The Morrill tariff of 1861 increased the protective duties and 
introduced compensatory duties, so that if the raw material was 
taxed a corresponding duty w^as also added to the imported 
manufactured article to protect the home manufacturer. The 
tariff of 1864 placed on imports an average of 50 per cent, and in 
some ways was the high-water mark of protection. Possibly the 
Civil War compelled Congress to squeeze the utmost from its 
tariff. In 1890 the McKinley tariff reduced the duties on certain 
goods of industries which no longer required protection ; but it 
increased the duties on other goods. Duties of a purely revenue 
nature were decreased. The Wilson Law of 1894 reduced the 
protective duties of the previous law of 1890. The Dingley 
^ Cf. Taussig, Tariff History of the United States. 
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tariE of 1897 replaced the protective duties of the McKinley 
tariff, and the general rate of duties was increased. Textiles, 
iron, hides, leather, and sugar were protected. The Payne tariff 
of 1909 changed some of the rates in a do vm ward direction, but 
its interest lies in the fact that it provided for a minimum rate 
plus additions by way of retaliation in the case of those countries 
whose tariffs were considered to be unfavourable to the United 
States. In 1922 the Fordney tarih of the Eepublican party 
became law, and went further in the direction of a high protective 
tariff. 

The United States, with a vast expanse of territory and a 
large population, which, however, is still only a small part of 
what the country could support, is more self-contained than most 
countries of the world. It, therefore, can view without much 
anxiety the very high duties of the Fordney tariff. This great 
economic experiment may be due to the haunting fear that the 
impoverishment of the chief industrial countries in Europe as a 
result of the War may be reflected in a lower standard of living in 
the United States if the products of cheap labour abroad were 
permitted to compete in the American market. The result of 
this tariff made it more difficult than ever to purchase her exports, 
as the country accepts neither goods nor services, and gold she 
already has in too great a measure. The restriction of imports 
to the extent that the Fordney tariff has made depressed the 
prices obtainable for American products abroad through the 
scarcity of credits in the United States to pay for them. The 
difficulty for other nations to pmxhase American products may 
give rise to alternate sources of supply. The creditor position 
of America, already a matter of embarrassment, has been accen- 
tuated by this prohibitive tariff. America, a creditor country, is 
refusing on the one hand to take payment from her debtors in 
goods or services — her high import tariff prohibits the import of 
goods — and on the other hand she refuses to lend abroad. Her 
difficulties during the greatest known economic blizzard, during 
the years 1929-35, are too well known to demand here a critical 
examination of the problem. An analysis of the United States 
customs revenue clearly shows that the system has been devised 
primarily for protection and not for revenue only. Two articles, 
sugar and tobacco, may be said to belong to the class of articles on 
which customs duties for revenue purposes should be imposed. 
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The remaining articles are chieiiy necessary articles — food and raw 
materials for industry wLich compete with her home-produced goods 
and not articles in any sense of a semi-luxury nature . Nevertheless, 
it is interesting to note that although the customs revenue has 
sunk from a percentage of the total revenue in 1791-94 of 93, in 
1870-74 of 54, and at the beginning of the centur}^ of 45 per cent 
to approximately 14 per cent at the present time, it is approxi- 
mately the same percentage as that from customs in Great 
Britain. The tariffs of the two countries, however, diher much 
in structm’e — the former is definitely protective and covers a 
wide range of goods in the detailed tariff schedules, the latter a 
tarih built up on revenue principles to which has in the post- War 
years been added a protection bias. 

The Japanese tariff has many points of resemblance to the 
Payne tariff just mentioned as well as to the French tariff of 
1892. There is a general tariff and also a special tariff combined 
in the Import Tariff Revision Law of 1910, the basis of the present 
tariff. Custom-houses were set up in 1859, and the tariff revised 
in 1866. The tariff was not again revised until 1899, when a 
general tariff and a special tariff for countries wdth which tariff 
conventions had been concluded was laid dovn. A surtax was 
necessary on account of the war wdth Russia in 1904. In 1906 
the tariff wms again revised. The present tariff really dates from 
July 1911, being based on the Import Tariff Revision Law 
(No. 54) of 1910. At present there are 672 articles on the list, 
and specific duties are in the main collected on these. The rates 
on manufactured goods are 40 per cent and on some articles of 
luxury 50 per cent. For some manufactured goods the rates are 
below these, varying from 15 to 40 per cent ; raw materials are 
mainly free, while partially manufactured goods are not assessed 
to heavy duties. Export duties were abolished from the begin- 
ning of the present century. Since August 1920 the tariff in force 
in Japan has also been applied to Korea, and with Manchukuo 
Japan is making special arrangements to further her interests in 
this direction. The conventions concluded with Great Britain, 
France, and Italy give special concessions of a reciprocal nature. 
Thus the convention concluded with Great Britain guarantees that 
ten principal articles of export from Japan should be exempted 
from customs duties when imported into Great Britain, and 
concessions are made in the case of certain British imports into 
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Japan, viz. paints, linen yarns, cotton and woollen goods, and iron 
sheets. The French minimum tarift* rates are applied to certain 
Japanese products, and in return sardines in oil, butter, wines, 
olive oil, perfumes, woollen yarn and goods, binoculars, motor 
cars, and knitting machines are imported into Japan at reduced 
rates. Japan, like Great Britain, depends for its food-supply on 
foreign countries, and it builds up a large export trade for this 
purpose. It cannot live unto itself in the economic sense. It has 
an oriental birth-rate of 33 per thousand but an occidental death- 
rate of 17 per thousand, and is increasing at the rate of a million 
persons per annum. Japan is unable to emigrate in large num- 
bers. Her only means for sustaining this large increasing popula- 
tion is by an industrial policy which, owing to the low costs of 
production obtauiing in her industries, has been successful. It is, 
however, a policy which has led to tarifts and quotas on the part 
of those countries to which Japan has sent her chief products. In 
fact, exports and imports may be said to represent the diastole 
and systole of the commercial heart of Japan. 

Conclusion 

9. This survey brings out one or two facts which require addi- 
tional emphasis. Customs as a source of revenue in modern 
industrial states has, as has already been shown, generally de- 
creased relatively in importance and at a much greater rate in 
the older industrial countries than in the younger. Nevertheless 
in one or two countries this source of revenue is of great import- 
ance to the national Government. The imposition of customs 
duties is twofold — ^for purposes of revenue or for the protection of 
home industries, and these two ideas are in conflict. A highly 
protective tariff cannot be looked to as a bountiful source of 
revenue. It is not always an issue of excluding imports alto- 
gether for protective reasons and getting little or no revenue. 
The issue is far less clear cut. In practice the statesman has to 
balance the merits of a protective duty as a revenue yielder and 
the merits or demerits of the duty in keeping out the foreign pro- 
ducer. He has to consider the nature of the imports from abroad 
— whether they are food and raw materials, imports which are of 
a highly inelastic nature, particularly when the population is non- 
agricultural, or whether they are manufactured goods in com- 

VOL. II K 
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petition with national industry. He has also to consider the 
elasticity of demand for his country’s exports abroad and whether 
the foreign customer is bound to purchase goods or whether other 
sources of supply are available to him. It is for this reason that 
the British position of taxing the foreigner is much less strong 
than it was about a century ago wFen foreigners regarded Great 
Britain as the main source of manufactures made by machinery. 
She was a large consumer of food and raw materials which 
she obtained in exchange and without much trouble. The 
demand, in short, on the part of the foreigner for British goods 
a century ago was highly inelastic ; to-day it is the reverse. He 
has other countries from which to purchase. Manufactured goods 
have been imported in more recent years from abroad for which 
the demand was far more elastic than the case of the imports of 
food, such as wheat and flour from the United States and Canada. 
These manufactured goods were in competition with goods manu- 
factured in Great Britain, and in the trade depression these foreign- 
made goods were being sold there at prices which the British 
manufacturer could not compete. Japan, for example, was selling 
in Lancashire cotton goods at prices which defied competition with 
the best of Lancashire’s mills. From 1932, therefore. Great Britain 
has turned to protection, and has limited also by quotas her im- 
ports of food and other materials from foreign countries primarily 
in the interests of herself and to a less degree of other parts of the 
British Empire. Elsewhere we have seen that a foreign producer 
may pay import duties in whole or in part if the importing country 
offers a sole market for his produce, but such conditions are very 
rare. Foreign producers will seek new outlets if the market owing 
to the tax becomes less profitable, and consequently the consumers 
in the country levying the tax must pay the taxes imposed by 
their own governments if they desire these goods. It is in reality 
only where the importing country has a buyer’s monopoly or 
where the exporting country has a selling monopoly that the 
burden can be shifted from the home consumer to the foreign 
producer. From the revenue point of view protection is inimicable 
to high customs returns. 

A country by imposing duties on its exports may obtain a 
contribution from buyers abroad if the demand for the exports 
is highly inelastic. If it is considerable it is a strong argument 
in favour of continuing export duties. 
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If customs duties are to be regarded from the revenue point 
of view only they should be imposed on necessaries and at as low 
a rate as possible. As a general rule if levied on a small number 
of articles they may form a system of productive taxation. There 
are one or two characteristics of these duties which demand 
attention from the student of finance. Duties which are imposed 
for revenue purposes must be levied on articles of general con- 
sumption, and a greater proportion of small incomes than of large 
incomes is spent on such commodities. In other words, the 
burden of these duties instead of increasing from a low charge on 
small incomes to a very high charge at the end of the income scale 
advance little by little and soon reach a maximum. The smaller 
the income the larger is the rate upon it which these duties repre- 
sent. They are therefore regressive. Another characteristic is 
their effect on industry. If the duties are high and of a protective 
nature they raise questions of the disposition of capital and labour 
which it is not possible here to analyse. The duties are also in- 
elastic and are unable like income tax to meet unusual demands 
upon the National Exchequer. They are subject also to the dis- 
advantage that when Government’s requirements are greatest, as 
in war, they yield least. The disturbance following on war causes 
a reduction in international trade, with the consequent effect on 
customs as revenue. In times of depression, too, they decline and 
increase the financial difficulties of the National Exchequer in 
preserving Budget equilibrium. 



CHAPTER XXVII 


EXCISES OE INTEENAL TAXES ON CONSUMPTION 

1. The indirect taxes dealt with, in this chapter are excises or 
internal duties on consumption, government monopolies, and 
octroi duties. In financial literature the expression excise or 
excises is somewhat indefinite. By excise ” is ordinarily meant 
a tax or duty on home-produced goods, either in the process of 
their manufacture or before their sale to consumers, especially on 
spirits, beverages, gasoline, sugar, and tobacco. It includes also 
certain licences, commodities, and licences to conduct certain 
trades. It is usual to exclude from excise or excises sales or turn- 
over taxes. It is usual in Continental financial literature also to 
exclude from this head taxes which although taxes on consump- 
tion are Government monopolies. Thus in the case of Italy the 
heading taxes on consumption excludes the Government monopolies 
of tobacco, cigarette papers, salt, quinine, public lotteries, matches 
and automatic lighters. Similarly in Spain the Government mono- 
polies of tobacco, matches and automatic lighters, petroleum, and 
medicaments are excluded from the proceeds of “ internal taxes ”, 
viz. those on sugar, alcohol, beer, chicory, gunpowder and ex- 
plosives, and consumption taxes generally. In Turkey the ex- 
pression excludes the monopolies of tobacco, salt, alcohol, liquors, 
matches and lighters, ^arms and explosives, which are excluded 
from taxes on consumption and turnover. Hungary also excludes 
from turnover and consumption taxes the Government monopolies 
of tobacco, salt, and saccharine. In Czechoslovakia the govern- 
ment monopolies of tobacco, salt, saccharine, and explosives are 
excluded from consumption taxes. In Great Britain excise 
includes excises on home-produced goods — beer, spirits, patent 
medicines, table waters, entertainments, matches, liquor, and 
licences to conduct certain trades or professions, such as those 
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of pawnbrokers, moneylenders, auctioneers, tobacconists, wine- 
dealers, publicans, brew^ers, distillers, house-agents, hawkers, 
gamekeepers, game dealers, and plate dealers, and also licences for 
dogs, guns, and game. In India excise excludes salt. It is, in 
short, the general rule to exclude sales or turnover taxes from 
excises, and in the case of countries with Government monopolies 
also to exclude these. 

The following table gives the percentage of total tax revenue 
derived from excises : 


Percentage of Total Tax Revenue derived from Excises 


Country 

Year. 

Excises 

(millions). 

Percentage 
of total Tax 
Enveniie 
derived from 
Excise 

United States 

1932-33 

.*$724 

39 

Holland .... 

1934 

El. 179 

35 

Japan .... 

1933-34 

Yen 314* 

31 

Gei-many .... 

1932-33 

R.M. 1287t 

26 

Australia . . . • 

1933-34 

£12 

21 

France .... 

1934 

OD 

CD 

20 

Czechoslovakia . 

1933 

Kr. 2015* 

20 

Italy .... 

1933-34 

Lire 2929* 

18 

Belgium .... 

1932-33 

Fr. 1319 

16 

Great Britain 

1933-34 

£107 

15 

Canada .... 

1933-34 

$35 

13 

Hungary .... 

1932-33 

Pengo 81* 

12 


* Excludes government monopolies. If monopolies were included the percentages 
would be considerably higher in Japan (40 per cent), France (27 per cent), Czechoslovakia 
(33 per cent), Italy (38 per cent), and Hungary (31 per cent), 
t Excludes K M.138 millions fioni licpior monopoly 

In making comparisons between countries it is essential to see 
precisely what is included under the term '' excise ” or excises, 
and in federal constitutions whether both central and state excises 
are included. In the table above only national and federal 
excises are included, and Governmenj^ monopolies have been ex- 
cluded as in the case of Hungary, Czechoslovakia, Italy, France, 
Germany, and Japan. In the United States, Holland, and J apan 
excises are of the order of one-third the tax revenue and one 
quarter in Germany, Italy, and Australia. Thej^, are of less im- 
portance in Great Britain, Canada, France, and Hungary. 

During the nineteenth century excise taxes were made more 
equitable, and as a result of greater administrative efficiency very 
much more certain in the production of revenue. The principles 
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underlying sucli taxation are those conforming to the canons of a 
good tax. In this case in order to make excises productive they 
must be in the first place articles widely consumed. If the articles 
on which the taxes are levied are widely consumed, the tax burden 
will be spread among the general body of taxpayers. These excises, 
too, should fall on consumers’ goods rather than on auxiliary capital 
goods. The tax is on consumers and should be on goods ready 
for consumption. Excises or taxes on commodities of domestic 
manufacture may be levied on the raw materials or at an inter- 
mediate stage of their production or when the articles are ready 
for consumption. When it is imposed at the first of these stages 
it is usually on the area under cultivation or on the quantity of 
the raw material produced. The disadvantage of taxing at this 
stage is that the tax is collected at the beginning of the productive 
process often long before the goods are sold. On the other hand, 
the taxation at this point may drive producers to improve the 
productive processes in order that the manufacturer should bear 
a less share of the tax by increasing the output per unit of the 
raw material. When the tax is levied at the last two stages the 
period for which it is advanced by the manufacturer is curtailed. 
The advantage of applying the tax at the later stage is that 
differences in quality can be taken into consideration so that 
higher rates may be levied on the better qualities. The taxes 
should be levied in accordance with the canon of convenience. 
The practice, for example, of storing goods under bond makes 
it possible for the producer to withhold the tax until the 
article is withdrawn for sale. In order to prevent evasion it 
may not be possible always to collect the tax close to the 
place of consumption but at the place where it is most con- 
centrated. This may mean a longer chain of dealers before 
shifting takes place and therefore greater charges for what is 
called the carrying of the tax. It will, however, mean economy 
in collection. Another principle of the taxation of commodities 
produced internally is that as far as possible the articles to be 
taxed should be conventional necessaries such as drink and 
tobacco, except perhaps in the case of salt, at any rate in India, 
which gives a constant and adequate flow of revenue easily ex- 
pansible when required. The tax of primary necessaries such as 
wheat and flour is to be avoided as far as possible. The taxation 
of articles of primary necessity interferes with the cost of the 
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breakfast table of tke lower classes of taxpayers and it is not 
desirable to impinge on this standard. A tax, in short, on 
necessaries such as food and candles does not operate in the same 
way as a tax on luxuries since it may effect the standard of living 
while a tax upon luxury does not. In times of financial strain 
taxes on necessaries are a means of considerably increasing the 
public revenue because they are largely on commodities of mass 
consumption. After the World War the requirements of the 
budgets made excise more popular as a form of taxation in order 
to lighten the burden of the prevailing high progressive taxation, 
such as that on income and on inheritance. 

Excises cannot be expected to be capable of an increase in 
the same way as income tax, and although individual articles, 
such as beer and spirits, may yield in times of necessity larger 
revenue they are only elastic up to a point. Consumption taxes, 
however, are regressive in that their burden is relatively higher 
on those of lower incomes because the expenditure on neces- 
saries absorbs a higher proportion of income in the lower ranges 
of income than in the higher, but, on the other hand, it is to be 
remembered that the poorer taxpayer is often able to shift the 
burden of the tax on to his employer or the general public by 
raising wages to meet the cost of living. They are less irri- 
tating to the taxpayer than the income tax as they are passed on 
to the consumer in the form of high prices. He pays the tax in 
small driblets. They are, in Adam Smith’s words in regard to the 
taxation of luxuries, '' aU finally paid by the consumer and gener- 
ally in a manner that is very convenient for him. He pays them 
little by little as he has occasion to buy the goods.” ^ Among 
excises those on drink and tobacco are the most productive and 
most elastic. In times of necessity spirits and tobacco can be 
called upon to produce more revenue. In recent years there has 
been discovered one excise which is prolific in all countries of 
industrial importance, and that is the tax on petroleum or gaso- 
lene, which is also convenient and within limits elastic. All 
states, for example, of the Union have a gasolene tax and aU 
motor fuels are taxed. In many cases kerosene is exempted. 
The proceeds of the tax is in one half of the states of the 
Union entirely used for state roads, as in Connecticut, Delaware, 
Kansas, Kentucky, Massachusetts, Michigan, Minnesota, Wis- 
consin, Missouri, Rhode Island, Virginia, North Carolina, and 
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other states. In some states a share goes for the upkeep of 
country roads. Thus in New York 75 per cent of the proceeds 
is used for state roads, 5 per cent for New York City general 
purposes, and the remaining 20 per cent is used by the State for 
general purposes. In Columbia the whole of the proceeds goes 
to the general fund. The rate varies ordinarily from 2 to 
7 cents per gallon. The revenues from state gasolene taxes in 
the states of the Union have increased remarkably in the last 
fourteen years. The increase is due in some measure to the 
enormous number of states which introduced this form of taxation 
from the year 1925. In 1920 the revenue was $1,363,902 ; in 
1925 the revenue was $148,358,087 ; in 1931 $536,397,458 ; and 
in 1934 $565,027,800. The following table shows the popularity 
of this tax at a glance : 


Gasolene ob Petrol Taxation and Revenue from Motor Registration 
IN States of the United American Union, 1920-34 


I 

Year. 

Revenue from 
Gasolene Tax 

No of States 
levying Tax.* 

State Motor 
Registration Tax. 

Tax rates, cents 
per gallon 

1920 

$ Mllions 

1-3 

5 

$ Millions 

102-5 

mm. -max. 

1 1 

1921 

5-4 

15 

122-5 

i 2 

1922 

12-7 

19 

152*0 

i 2 

1923 

38-6 

34 

188-9 

I 3 

1924 

80-4 

35 

225*5 

i 

4 

1925 

148*3 

44 

260*6 

1 

4 

1926 

187*6 

44 

288*2 

1 

5 

1927 

258*8 

45 

301*1 

1 

5 

1928 

304*9 

46 

322-6 

2 5 

1929 

431*3 

48 

347*8 

2 6 

1930 

494-7 

48 

355-7 

2 

6 

1931 

536*3 

48 

344 3 

2 7 

1932 

513 0 

48 

292-9 

2 7 

1933 

518*2 

48 

266-1 

2 7 

1934 

565-0 

48 

261-2 

2 7 


* Since 1924 the District of Columbia (not included m Col. 3 but in Col. 4) levied the tax 


The popularity of the tax may be illustrated from other countries 
such as England and France. In France the tax brought in 1032 
million frs. in the year 1933. This form of taxation is taken 
largely from a class which can afford the luxury of automobiles, 
and it provides some portion of the expenses of road mainten- 
ance, the cost of which has in recent years greatly increased 
with the extension of mechanical transport. 
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The main characteristic of modem excise systems is the great 
importance given to duties on wines, spirits, beer, and tobacco. 
Necessaries, such as sugar and salt, are also frequently taxed. 
But the number of articles which produce revenue is not large, 
and the extreme simplicity of Great Britain in this respect is very 
noticeable. The duties on wines and spirits promote sobriety as 
they prevent consumption, which would probably increase were 
there no tax. It is sometimes contended that States look too 
much to the financial results of their hquor policy, and, although 
they may spend their revenue on education and other social 
services, prohibition will never receive any effective support. 
The State realises that the drunkard is never a good taxpayer, 
except through the drinkshop, as his work is bad, his home poor, 
and his family has little to spend on necessaries on which indirect 
taxes are frequently imposed. While reahsing, too, the effects of 
decreased consumption on improving the economic condition of 
its citizens, it always insists that high drink duties mean illicit 
traffic unless accompanied by larger expenditure on more efficient 
administration. Each country, however, must survey its own 
particular problems and its own financial necessities before it 
decides on a revision of the form of its internal taxes on consum- 
able goods. 

2. Indirect taxation in England is usually said to have been 
introduced from Holland by Pym in 1643 when the Long Parlia- 
ment resolved on the 28th March to have a system of excise 
duties.^ An ordinance of the same date imposed duties on ale 
and beer, cider and perry, strong waters, and several other 
articles. In January 1644 flesh, victuals, and salt were added, 
and in July of the same year alum, hops, saffron, starch, silks, 
etc., were added. Before this period, however, indirect taxation 
existed to some extent, although there was a traditional hatred 
to taxes of this sort in the form of monopolies, which constituted 
one of the methods of raising taxes on consumable goods, granted 
even before the time of the Tudors. It was, however, only under 

^ Before this period there were traces of excise duties. In 1610 a petition 
of remonstrance was submitted to King James by the Commons : “ Your 
Majesty hath lately and in time of peace, set both greater impositions and far 
more in number than your ancestors ”. They complained especially of the 
internal tax on coal at the pit, “ the reason of this precedent may be extended 
to all commodities of this kingdom ”. Cf. DoweU, History of Taxation and 
Taxes in England^ vol. i. p. 218, and vol. ii. (Bk. I.). 
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the Tudors that they were abused, especially under Elizabeth. 
In 1601 the list of monopolies included salt, currants, iron, play- 
ing-cards, vdnegar, and coal, and it is on record that the salt 
monopoly raised the price from Is. 4d. to 14s. or 15s. per bushel. 
Queen Elizabeth promised to revoke all objectionable patents. 
James L, who strongly disliked the use of tobacco (which was 
introduced into England in 1565), exacted from importers of 
tobacco from Virginia, but not from Spain and Portugal, a heavy 
import duty of 6s. lOd. per lb., but it was not until later that 
tobacco licences were introduced. In 1634 “ the tobacco licences 
go on apace ; they yield a good fine and a constant yearly rent 
The taxation of tobacco produced in 1732 £754,000 from a duty at 
6-| pence per lb., but owing to a very fraudulent system of draw- 
backs and smuggling the net production was only £160,000. In 
1634, however, a company obtained a monopoly for salt. It was 
not until 1639 that most of the monopolies were revoked by pro- 
clamation, and the civil war that followed put an end to that 
troublesome matter. The system of excise duties introduced by 
the Long Parliament became not unpopular, and it prevented the 
wealthy landed classes from paying the heavy taxation that would 
have been required from them during the next two centuries. 
Consumers almost failed to reahse that they were paying taxes. 
At first ale and beer, cider, perry, and strong waters were taxed, 
and this was followed by numerous articles of food and clothing, 
e.g. flesh, victuals, salt, alum, hats, starch, saffron, and silks. 
Between the Eestoration (1660) and Sir Kobert Walpole’s excise 
scheme (1733) the tendency was to increase the list of articles. 
Walpole attempted to curtail the hst. He also brought forward 
a Bfll, generally known as the Excise Scheme (1733), to introduce 
what is now known as the Warehousing System, applicable first 
to tobacco and then to wine. This system was to decrease the 
frauds from smuggling and from drawbacks. The collection of 
the revenue was to have been cheapened and made more easy. 
The small loss to the State would be more than outweighed by the 
saving in the cost of collection and in the prevention of fraud. 
There was strong opposition, and there were fears that there would 
be a large army of revenue officials. There was a popular cry at 
the time of “no slavery, no excise, no wooden shoes ”, and did 

^ Stafford Letters quoted by Dowell, History of Taxation and Taxes in 
England, vol. iv. p. 270 (Longmans, Green & Co., London, 1834). 
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not Dr. Johnson define excise as '' a hateful tax levied upon com- 
moditieSj and adjudged not by common judges of property, but 
by -wretches hired by those to whom excise is paid ” ? Walpole 
dropped the scheme. "" I will not ”, he said, “ be a minister to 
enforce taxes at the expense of blood.” During the eighteenth 
century, especially owing to the w^ars with France, it was necessary 
to increase the excise duties. By 1792 they were £10,000,000 
as against a shade over £1,000,000 in 1700. Glass, tiles, leather. 



Net Receipts from 

% of Tax 


Excise,* 1933-34 

revenue. 


Millions 


Beer .... 

53-9 

7-6 

Spirits .... 

29-1 

4-1 

Entertainments f . 

9*2 

1-3 

Matches 

2-1 \ 


Artificial Silk . 

3-3 


Sugar .... 

1-7 

2-1 

Medicines 

0-7 1 

Table Waters and Cider . 

0-3 


Other sources £ 

6-6 y 


Total 

106-9 or 15*1% of tax revenue. 


* Includes the direct taxes, viz. licence duties, etc., amounting to 
£4,900,000. If this were excluded, excise amounts to £102,920,000 or 14-4 per 
cent of tax revenue. 

f These are dealt with separately in Chapter XXVIII. 
t Includes duties on tobacco, playing-cards, chicory, and coffee mixtures 
or substitutes. 


soap, candles, salt, and other articles had been added to the 
inland revenue schedules. The tax on salt, which continued from 
1694 to 1729 (when it was repealed, only to be renewed in 1732), 
was comparatively light. During the American War it was 
increased to 5s. per bushel and continued at this rate until 1798, 
when it was raised to 10s. Pitt in 1805 increased the rate to 15s., ^ 
at which rate it continued until its repeal in 1825. The excise 
duties, thanks to the efforts of Huskisson, were reduced, and 
between 1830 and Gladstone’s Financial Statement, 1861, excise 
duties on leather, candles, starch, bottles, glass, bricks, soap, and 
paper were abolished. A tax on soap was sometimes condemned 
as a tax on cleanliness, and a tax on paper as a tax on knowledge. 

^ At this rate the tax was about 30 times the cost of production, which 
was only 6d. per bushel. A Coijamittee of the House of Commons (1801) dealt 
with the smuggling and the salt laws generally. 
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Tlie hop duty was abolished in 1862, and the malt tax was 
removed in 1880. The tobacco duty ^ is from home-grown tobacco. 
The excise duties ^ at the present time are shown on page 659. 

The Excise Department was under the Board of Inland Bev- 
enue, but from 1st April 1907 it has been amalgamated with the 
Customs Department. The control of British excise, therefore, 
is now under the Board of Customs and Excise. 

3. In some other parts of the British Empire excise duties have 
long been in force. In the younger colonies the need for such 
duties has not arrived, but the experience of self-governing 
Dominions and India will be very useful in this respect. In the 
self-governing Dominions, as we have already seen, excise is a 
central head of revenue and amounts to one-fifth, or about one- 
fifth, of the total tax revenue. 

In Canada the excise tariff is confined to spirits, malt liquor, 
tobacco, cigarettes, Canadian twist tobacco, snuff and cigars. 
There are in addition to this, excise war taxes levied on matches, 
automobiles, ale, beer and porter, whisky, playing-cards, etc. 
Druggists and manufacturers of patent medicmes are allowed a 
drawback of 99 per cent of duty when spirits testing not less than 
50 per cent over proof are delivered in limited quantities to uni- 
versities, scientific or research laboratories, or hospitals for medi- 
cinal purposes only. Spirits and tobacco alone were 80 per cent 
of the total inland revenue in 1913, 65 per cent in 1920, and 75 
per cent in 1927. The excise revenue, including the indirect excise 
war taxes, was more than 17 per cent of the total tax revenue. 

In Australia the Commonwealth excise revenue is confined to 
beer, spirits, tobacco, and starch, and also some direct taxes, as in 
the case of Great Britain, namely licences. The excise revenue in 
1933-34 was 23 per cent of the Commonwealth tax revenue. Ex- 
cise duties were increased from 25th September 1918. In 1925-26 
beer yielded more than half, and tobacco slightly less than one- 
third, of the Commonwealth excise revenue. Since 1917-18 the 
revenue from these two items has trebled itself. In New Zealand 
excise duties are confined to beer and tobacco and its preparations. 
By the Customs Amendment Act, 1921, excise duties were no 

^ For the rates of excise duty on ditterent articles see Reports of the 
Comraissioners of H.M.’s Custom and Excise, H.M. Stationery Office, London. 

^ For the detailed history of taxes on eatables, drink, tobacco, and others, 
refer to Dowell’s History of Taxation and Taxes in England, vol. iv. (Longmans, 
Green & Co., London, 1884). 
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longer levied on certain manufactures the preparation of which 
involve the use of a considerable proportion of spirits. A special 
reduced schedule of duties is provided on alcohol imported for use 
in warehouses manufacturing articles such as perfumed spirits, 
toilet preparations, culinary and flavouring essences, and similar 
preparations. The excise duties amounted to 14 per cent of the 
total Commonwealth and State tax revenue in 1933-34.^ About 
90 per cent of the excise revenue is collected from beer. All 
packages of manufactured tobacco must be labelled before leaving 
the manufactory, and it is necessary to obtain warrants to use 
cutting machines for cutting duty-paid manufactured tobacco 
for sale. The Commonwealth revenue from excise was £127,041 
in 1914 and £11,928,000 in 1933-34, or over half that of Customs 
(£22,327,000) out of a total Commonwealth revenue of £56,409,000. 

In the Union of South Africa excise duty is confined to spirits, 
beer, tobacco, cigarettes, sugar, matches, playing-cards, acetic 
and pyroligneous acids, and patent medicines. The Cigarette 
Excise and Surtax Act, 1911, applies throughout the Union, and 
the tax is collected from the manufacturer by means of stamps 
affixed to the container before cigarettes leave the factory, or 
from the importer at the time of first importation or delivery 
from a bonded warehouse. Manufacturers overseas are allowed 
to purchase the necessary stamps, and affix them to the containers 
of cigarettes at the time of manufacture. The excise duty for 
every one-half ounce net weight or fraction thereof is |d. on all 
cigarettes manufactured in the Union, and on cigarettes imported 
into the Union and delivered for consumption therein a surtax (in 
addition to the duty payable under the Customs laws) is levied 
for every one-half ounce net weight or fraction thereof. The duty 
on Union-made matches is Is. per gross of boxes containing not 
more than 100 matches, 2s. per gross of boxes containing more 
than 100 matches and not more than 200 matches, and an addi- 
tional 6d. per gross in the case of every additional 100 matches. 
The excise duty on spirits is important both from the financial 
and from the prohibition point of view. The rates are so 
graduated as to encourage the distillation of wine brandy and to 
prohibit the distillation of dop brandy or brandy from materials 
other than the vine. A full rebate is granted in the case of spirits 
exported for consumption outside the limits of the Union, or used 

^ The percentage in the table on p. 653 refers to Commonwealth excises only. 
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for industrial purposes and rendered unpotable or metLylated or 
used for the purposes of fortification and preservation of pure 
wine. There are also licences under excise as in the English 
system, e.g. the liquor licences which are assigned to the pro- 
vinces. The excise revenue of the Union Government in 1925- 
1926 was £1,803,000 or 9-5 of the tax revenue, and w^as about 
three times the excise revenue for the year 1913-14. Spirits, 
cigarettes, and tobacco yielded 76 per cent of the total excise 
revenue in 1925-26. Excises are not of any great importance 
as a source of revenue in the Union as income tax, the excess 
profits tax of gold mines and gold-mining leases were in 1933-34 
62 per cent of the Union’s taxation. 

In India excise duties are derived from the manufacture and 
sale of spirits, hemp, drugs, opium, matches, and salt, although 
the salt tax is administered independently of excise. Opium 
and salt are government monopolies. There is as yet no 
excise duty on tobacco grown or manufactured in the country, 
nor on betel which is chewed by all classes of the 

population. Since the introduction of the Constitution of 1919, 
excise other than salt is a provincial source of revenue, while salt 
itself was wholly a central head, but under the Government of 
India x4ct, 1935, salt and other federal excises may be assigned 
in whole or in part to the Units. ^ Opium is to all intents and pur- 
poses no longer a source of revenue, because it was decided, at very 
considerable loss to Indian revenues, to restrict the cultivation and 
export of opium, China undertaking to curtail its production as 
well as its imports. It is doubtful whether China has fulfilled her 
agreement in regard to this. The anti-opium crusade was led in the 
United Kingdom by those to whom Sir John Strachey applied the 
words of Condorcet, “the ignorant enthusiast is the most terrible 
of ferocious beasts ” (“ I’enthousiaste ignorant est la plus terrible 
desbetes f eroces ”). The excise duty on spirits is of long standing, 
and inherited, like the salt revenue, from the days of pre- British 
rule. References to intoxicating liquors are found in the Maha- 
bharata and the Ramayana, and the British Administration got 
from its predecessors a system of fa rming. thej jg^pf_manu- 
facture and sale being given to the^hig^t bidder.__ The general 
i p olicyUSj'J ^'^^^^^ yeafUhaFUeen to adjust rates and method£j:o 
I check the practice of excessive drmk, and at the same time to 
1 25 & 26 Geo. V., § 140. 
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safeguard revenue without encouraging illicit manufacture. In 
India country spirit, the produce of the distilleries, is the main 
source of revenue, yielding one-third of the total receipts from 
the sale of liquor. In the Madras Presidency alone fresh toddy 
from the coconut palm yields more than country spirit. The 
system in force is known asythejioatmct^distillery system under 
which the manufacture of spirit for specified supply are^, deter- 
mined according to convenience, is disposed of by tender for a 
definite period. In the most advanced province of India — the 
Bombay Presidency — a system of rationing coupled with Govern- 
ment management of certain large distilleries has been introduced 
since 1922. Prohibition is gaining ground in the reformed 
Councils, and it is only finance that stands in the way. The 
Excise Committee ^ of the Bombay Presidency issued its report 
m 1924, and advocated gradual prohibition — the Rs.3 crores of 
revenue from excise to be made up from a succession duty which 
it estimated would yield Rs.50 laldis annually ; a totalisator tax 
(Rs.20 lakhs) ; the taxation of futures ” (Rs.50 lakhs) ; an increase 
of the local fund cess (Rs.30 lakhs) ; a tobacco tax (Rs.5 lakhs) ; 
an employee tax (Rs.40 lakhs) ; a transit tax (Rs.20 lakhs) ; and 
a terminal tax (Rs.50 lakhs). The Committee thought that the 
natural growth of revenue would make up the difference between 
Rs.3 crores and the sum-total of the above. This, however, was 
not given effect to, and this policy has not been successful since 
prohibition is impossible. In the attempt at this policy consider- 
able revenue has been lost to the Government as the provincial 
revenues were yielding less than was otherwise possible. Drugs,- 
which also bring in revenue, are controlled. Of these, charas has 
been prohibited in the Bombay Presidency, excluding Sind, since 
1922. 

Salt, which Homer calls “ divine ”, and Plato a substance 
dear to the gods, has been taxed from very early times, just as in 
the Roman Imperial times “ salary ” represented the allowance 
of salt made to officers and men in the Roman Army and which 
was afterwards converted into a money payment. In India, as the 

^ Report of the Excise Committee appointed by the Government of Bombay, 
1922-23 (Bombay Government Central Press, 1924). 

- I.e. ganja (flowery tops of the cultivated female hemp plant), charas 
(resinous matter which forms an active drug when collected separately), and 
bhang (dried leaves of the hemp plant, whether male or female, cultivated or 
uncultivated). 
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population is largely vegetarian, and tlierefore requiring salt to an 
extent not required by meat-eating and milk-drinking people, 
salt is of importance. The consumption per head, according to 
family budgets collected by the Labour Office of the Government 
of Bombay, comes to 12 lb. per amium. The incidence of the tax 
is light. The average 20 years ago was only 4-9 annas per head 
of population, while in 1923-24 it was 5-7 ^ annas. The recent 
reduction from Es. 2-8-0 m 1923-24 to Es. 1-4-0 in 1924-25 has 
brought down the incidence per head. According to the Finance 
Minister in his Budget speech in the Legislative Assembly, 1924, 
the increase in the salt duty to Es.2-8-0 did not produce any 
decrease in consumption. At the present time most of the salt 
produced is manufactured under direct Government agency, and 
the remainder under a system of licences issued to contractors. 
There is a considerable amount of salt imported into Bengal and 
Burma from Europe and Aden, where, owing to the difficulty of 
manufacturing salt in the damp climate of Bengal and the large 
volume of fresh water poured by the Ganges and the Brahmaputra 
into the Bay of Bengal, manufacture is difficult.^ Preventive 
establishments are maintained to restrict illicit traffic. Unth 
1st April 1924 salt and excise formed one Department, although 
salt is a central and excise a provincial head of revenue. Excise 
is a transferred subject under the reforms of 1919, and the result 
of the amalgamation was a weakening of the control of the Minister 
in charge of the Excise Department and also the deprivation of the 
Legislative Council of its statutory right of checking in detail the 
expenditure of the Department. In order to avoid disagreement 
between the Honourable Member of the Executive Council respons- 
ible for salt and the Honourable Minister responsible for excise, the 
two Departments were de-amalgamated, with effect from 1st April 
1924, Salt is, as we have seen, a central head of revenue.^ 

The cotton excise duty dated from 1894. In December of that 
year, when the financial situation made it imperative to place 
import duties both on piece-goods and yarn to the extent of 5 
per cent, an excise duty of the same amount was placed on the 
Indian yarn of counts above 20s. The Finance Minister, Sir James 

1 Based on revised estimates. 

“ Salt is also used m place of ballast for ships coming to Calcutta for exports 
of jute, tna, rice, etc. 

3 But cf. Section 140 Government of India Act, 1935, where the whole or 
any part of the net proceeds may be distributed among the Units. 
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Westland, explained in introducing the Excise Duty Bill, that 
the policy underlying its provisions had been imposed on the 
Government of India by the Secretary of State in pursuance of a 
Eesolution of the House of Commons. In 1896 the import duty 
on cotton piece-goods was lowered to 3|- per cent and an excise 
duty at the same rate was placed on Indian-made cloth. Cotton 
yarn was admitted free of duty and no countervailing excise 


Items. 

Excise 

Revenue, 

Rs.OOO. 

1933-34. 

Perceutage 
to Total Tax 
Revenue. 

Excise — 



Licence and distillery fees and duties for the 



sale of liquor 

1051,52 

31-8 

Gain on sale proceeds on excise opium . 

256,94 

7-8 

Duty on hemp and other drugs 

158,86 

4-8 

Miscellaneous 

49,24 

L5 

Salt — 



Excise duty on salt manufactured locally 

565,04 

17-1 

Duty on imported salt 

282,12 

8-5 

Sale of Government salt .... 

45,34 

1*4 

Miscellaneous 

13,42 

0-4 

Opium — 



Sale of opium 

114,94 

3*5 

Cost price of opium sold to the Excise Depart- 



ment 

42,77 

1-3 

Miscellaneous 

1,26 





Excise duty on motor spirit .... 

442,79 

13*4 

Excise duty on kerosene 

280,68 

8-5 

Miscellaneous 

53 

•* 


3305,45 

100-0 


duty on Indian -made yarn was accordingly imposed. The 
excise duty remains at this level, although the import duty for 
cloth was raised to 7-|- per cent ad valorem in 1917, and to 11 per 
cent ad valorem in 1921. In 1922 cotton yarn, which had since 
1896 been free, was subjected to an import duty of 5 per cent 
ad valorem. The cotton excise duty was always regarded with dis- 
favour because of its history. It was noted that there was no duty 
existing on jute manufactures, although from the point of view of 
the incidence of the tax this could have been perhaps justified to a 
greater degree than the cotton excise duty. The duty was sus- 
pended from 1st December 1925 and subsequently abolished. 

VOL. n L 




666 


THE SCIENCE OF PUBLIC FINANCE 


BK. m 


4. Excise duties in France may be grouped under two beads, 
those produced under monopoly conditions (imdoubtedly a form 
of taxation) and those taxed as ordinary excise duties. To the 
former class belong tobacco, matches, and gimpowder, and to 
the latter sugar, salt, drinks, petroleum, the consumption of gas 
oil, benzol and benzine, and miscellaneous articles such as medi- 
cines, candles, passenger traffic, and playing-cards. The figures 
are as follows : 

1928 

(million francs) 


Tobacco .... 3985 

Matches, etc. . . . 252 

Gunpowder . . . .165 

Sugar products and Saccharine . 1135 

Salt 128 

]\Iineral Waters, etc. . . 2684 

]\Iiscellaneous . . . 276 


8625 


Other indirect taxes, which hardly can be classified as excise, 
are dealt with below. It is perhaps advantageous to refer 
briefly to these taxes. The tobacco monopoly produced, it will 
be seen, very considerable revenue, incomparably greater than 
that relating to matches and gunpowder. Of the excise duties 
other than monopolies those on beverages such as wine, beer, 
cider, perry (pear cider), mead, alcohol, and mineral waters 
and sugar are of importance, and the miscellaneous group, 
such as pharmaceutical preparations, candles, cycles, passenger 
traffic, playing-cards, is not inconsiderable. Salt produced 
only 157 million francs in the year 1934. Owing to exemp- 
tions to persons and local discriminations, and also to other 
defects in administration, these duties were abandoned during 
the Eevolution. The salt tax, for example, was abolished in 
March 1790, but restored in 1806 without being any longer a 
monopoly and without the old inequalities between the various 
provinces in France. The excise duty on liquors was re- 
established in 1804, and six years later the State monopoly of 
tobacco was also re-established. The salt duty or gabelle can 
be traced as far back as 1286, and Charles V. made it a permanent 
source of revenue. The fact that it was made obligatory on 
every individual to purchase weekly salt at a fix:ed price made 
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the tax an inconvenient and unpopular one. From 1342 a 
State monopoly was begun by establishing storehouses in each 
province where the producer was compelled to store the salt 
on pain of confiscation. The State paid the producer and sold 
the salt at a higher rate to retailers. In one group of provinces 
it was heavy, in another it was less heavy, and in others it was 
redeemed or no tax was levied at all. Some of these taxes, such 
as those on drinks, i.e. on spirits and beer, are taxes at the point 
of manufacture, as in England. Other taxes, however, are levied 
so lightly that it is questionable whether they could not be 
replaced by better taxes. The French excise taxes not only 
contribute to the State but also to local finances, and those on 
drinks, tobacco, and sugar are well administered. Other taxes 
of the nature of octrois are dealt with in a subsequent paragraph. 

5. In Italy there are monopolies on tobacco, salt, public 
lotteries, quinine, matches, automatic lighters, and cigarette 
paper, in addition to excise duties. The manufacture of matches 
is entrusted to a merger under State control. The tax is paid 
through stamps placed on the packages. The tobacco monopoly 
is a very profitable one, amounting to 2495 million lire in 1933-34, 
as compared with 321 million lire from salt, 519 million lire from 
lotteries, and 122 million lire from matches and automatic lighters. 
The excise duties are mainly from spirits, beer, mineral oils, sugar, 
gunpowder and other explosives, coffee and chicory substitutes, 
filament and arc lamps, glucose, seed oils and acetic acid. By 
the law of October 1925, a five per cent share of the proceeds 
from sales of tobacco products within the Kingdom is received 
by municipalities. Since 1928, monopolies are worked by an 
autonomous body and their budget forms an appendix to the 
general budget. From the same year also proceeds from the 
tobacco and salt monopoly are classified into two groups : viz. 
(1) industrial or commercial revenue and (2) tax revenue. For 
taxation purposes costs of production in the case of tobacco are 
estimated at 21 per cent of the gross income, and the income thus 
at 79 per cent for salt, the percentages are respectively 20 and 80. 
There is in addition a system by which the State obtains revenue 
from octroi. The State grants to the communes one-tenth of the 
proceeds of the tax on incomes as compensation for communal 
revenues made over to the State by various laws. A criticism 
may be made of the comparative heaviness of this tax from a 
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population even as poor as tlie Italian is said to be. But there 
are circumstances which preclude the collection of high duties like 
those on spirits in the United Kingdom. In short, we come back 
to the theory explained in a previous chapter, that local circum- 
stances have to be taken into consideration in the selection of the 
commodities, as well as the taxes to be levied on those com- 
modities, in any excise system. In Spain and other countries 
monopolies are still in use and bring in considerable amounts of 
revenue. In Federal Germany the main indirect taxes are of an 
excise nature on tobacco, beer, wines, and a somewhat lucrative 
tax on coal ; but this does not include all the taxation, as State 
revenues are not included in these figures. The salt monopoly, 
which was changed in 1867 into a tax on the article, is still 
retained. There is also a sugar duty. In other countries of 
continental Europe drink duties and those on tobacco and sugar 
are the main source of excise. There is a tendency for greater 
uniformity than formerly, as the financial experts of various 
countries watch the duties levied with considerable interest. In 
Japan the main excise duties are those on liquors, soy, sugar, the 
consumption tax on kerosene oil — i,e. upon persons taking 
delivery of kerosene oil from factories, custom-house compounds, 
bonded warehouses, custom depots, or places where the storage 
of foreign goods is permitted by law — the tax on patent medicines 
and textiles, a consumption tax already referred to, together with 
the travelling tax on passengers by steam trains, electric cars, and 
steamboats according to the distance travelled and according to 
the class. 

6. In China the main excise tax is the salt gabelle. The tax, 
indeed, is very old. It is said that the salt monopoly was created 
by Kuan Tsi, the Prime Minister of Tsi State (now the Shan-tung 
province) during the Eastern Chow dynasty 770-249 B.c.^ Since 
then the salt monopoly has continued to be one of the most im- 
portant sources of public revenues in China. Up to 1913 the tax 
was administered in a most inefficient way and a great deal of 
smuggling took place. The rates varied from province to pro- 
vince. Thus, for example, the rate was only $0*7 per 100 cutties 
of salt in the three eastern provinces, while in Ao-yan of Huai-nan 
it was as high as $5-1 for the same quantity. The average yield 

^ Cf. The System of Taxation in China in the Tsing Dynasty, 164-4-1911, by 
Sbao-Kwan Chen, Ph.B., New York, Columbia University, 1914, p. 79. 
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from this source for the twenty years preceding 1913 was 
approximately §17,000,000. The whole system was completely 
reorganized in 1913, and the principle of uniform taxation at the 
source or the imposition of a single direct salt duty in the pro- 
ducing districts was definitely adopted by the Chinese Govern- 
ment. Since then the tax has shown remarkable progress. In 
1916, three years after its reorganisation, it yielded about 
§71,000,000, or more than four times what it produced in 1913. 
The estimated revenue for the year 1932-33 from the salt gabelle 
was §152,000,000 or about one-fourth of the total tax revenue, and 
this was next to customs which produced §310,000,000. Wine, 
tobacco, and stamp taxes yielded in the same year §22,000,000 ; 
mining taxes, $989,000 ; and rolled tobacco and other con- 
solidated taxes, $82,000,000. Salt taxation is thus much more 
than all these other internal taxes combined. 

7. A reference has already been made to Japan. It remains 
to summarise briefly the main excise duties at present in force. 


The revenue for the year 

1933-34 was approximately 

as follows 


(Yen millions). 

Percentase. 

Sake (liquors, etc.) 

208-9 

42 

Profits of Monopolies 

179-3 

36 

Sugar 

72-5 

15 

Textile Fabrics 

29-4 

6 

Table Waters . 

3-2 

1 


493-3 

100 


These duties far exceed the revenue obtained from customs, as 
the customs duties ^ are framed on a protectionist basis. The 
tax on liquors is a tax imposed upon persons brewing sake, 
beer, and alcohol, and alcoholic liquors. No tax is levied upon 
wine or other alcoholic liquors made from fruits of all kinds. 
The revenue from monopoly is based on the Tobacco Monopoly 
Law of 1904. Government controls both the manufacture and 
the sale of tobacco. The cultivation of leaf tobacco is allowed 
to private individuals under permission of Government, and the 
leaf gathered by them is taken over by Government, suitable 
compensation being paid therefor, according to the quality of 
the leaf. The leaf is then manufactured at a Government 


^ Customs duties were yen 114 millions only in 1933-34. 
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Factory and sold at fixed prices by licensed dealers. Foreign 
tobacco cannot be imported except by Government or persons 
appointed by the Government for that purpose. Similarly 
tobacco can be exported only under licence. Nearly fifty years 
ago tobacco regulations were issued in Japan, and the present 
system has developed mainly since the date of the abolition of the 
tax in 1898. The Salt Monopoly Law, like many other financial 
measures of the Government of Japan, was introduced after the 
war with Russia when the necessity for increased revenue was 
pressing. Salt is manufactured only by persons licensed by 
Government, which buys the article from them at fixed prices 
according to its quality. Government sell the salt to licensed 
dealers. Foreign and Formosa salt cannot be imported except 
by Government or a person appointed for the purpose by Govern- 
ment. For the purpose of export salt can be exported by any 
person. Salt required for industry, agriculture, mining, or 
fisheries receives special treatment by being sold at reduced 
prices. Since 1918 the policy of profit-making has been aban- 
doned in regard to salt, and the monopoly is now so managed as 
to cover expenditure and nothing more. Under the Camphor 
Monopoly Law, which dates from 1903, the manufacture of 
crude camphor and camphor oil is permitted only to persons 
licensed by Government, and Government takes over the article 
by paying suitable compensation according to quality. Crude 
camphor or camphor oil is sold by Government to refiners at 
fixed prices. A large amount of the Japanese camphor is 
consumed in the home market, and the produce of Formosa is 
exported mainly to Europe and America. Sugar excise, which 
dates from 1901, is imposed on sugar molasses and syrups 
removed for the purposes of domestic consumption from 
factories, custom houses, and bonded warehouses. The Textile 
Tax, which dates from 1905, is levied at the rate of 10 per cent 
upon textile goods for domestic consumption taken from factories, 
custom houses, and bonded warehouses. In April 1926 the tax 
on cotton fabrics was discontinued. The travelling tax is similar 
to the travelling tax in England, and dates from 1905. It is 
imposed upon passengers by steam trains, electric cars, and 
steamboats. 

8. The system of excise duties, known as octroi, should be 
considered in any discussion on excise taxation, as octroi taxes are 
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collected on various articles brougEt into districts for consumption, 
and exist to-day mainly in Erance, Spain, Portugal, and in 
some towns in Austria and in North-Western India. In Great 
Britain, Holland, United States, and other countries the system 
of octroi taxation has been universally condemned and does not 
exist, as it is held to impede, as Adam Smith was never tired 
of showing, the trade between town and county, and at the same 
time it imposes considerable burdens on urban industries and 
consumers. Not only do octrois interfere with internal trade 
but the cost of collection is very high. Necessity, however, knows 
no law, and the system has been retained in some countries on 
this account. In the liistory of early boroughs in Great Britain 
goods going to market or passing through boroughs paid toll, a 
practice which exists in certain Continental countries to-day in a 
decreasing degree. But the system of taxing goods in this manner 
does not exist in Great Britain. Article 1. section 10, of the Con- 
stitution of the United States of America prescribes that '' no 
State shall, without the consent of the Congress, lay any imposts 
or duties on imports or exports, except what may be absolutely 
necessary for executing its inspection laws ; and the net produce 
of all duties and imposts, laid by any State on imports or exports, 
shall be for the use of the Treasury of the United States ; and 
all such laws shall be subject to the revision and control of the 
Congress These octroi duties may be traced back to Roman 
times where cities were allowed to levy the portorki?n, a tax on 
the entry from or departure to a province. They were levied on 
wine and certain articles of food. The Romans introduced the 
taxes after the invasion of Gaul, and these remained after the 
invasion of the Franks under the name of tonlieux and coiitwnes. 
These octrois or grants were from the fourteenth century onwards 
granted to French towns by the king. In 1647 Cardinal Mazarin 
ordered that the proceeds of the octroi should be paid into the 
pubhc Treasury, and at other times the Government claimed a 
percentage of the product. During the Revolution the octroi 
was abolished, owing to the abuses that had arisen, but, as the 
municipalities could not carry on without funds, Paris in 1798 
was allowed to re-establish this form of taxation. By the law of 
1809 octroi duties were allowed on (1) beverages and liquids, 
(2) eatables, (3) fuel, (4) forage, and (5) building materials. 
More than half the octrois were collected under the system of 
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regie simple, i.e. by means of special officers under the directions 
of tbe maire. The system by which a department of the Treasury 
collects the duties is also becoming more frequent. Farming of 
the duties and the system of sharing profits above a given sum 
with the municipality are now decreasing. From time to time 
proposals have been made to abolish octroi duties in France, but 
only half-heartedly, as in 1869. More recently France has adopted 
a policy of gradual suppression. In 1918 the national Govern- 
ment compensated the communes on the abolition of octrois on 
beverages from a special fund from national sources — contribu- 
tions indirectes. In 1930 968 communes still collected octrois 
amounting to 964 million francs, or 11 per cent of the total local 
taxes of France. But in Spain octrois are still a chief source of 
local revenues, being next in importance to (1) the supplements 
to national taxes and (2) the share in national taxes. In 1871 
octrois were entirely abolished in Belgium. In 1903 they were 
also abolished in Egypt, and in India the tendency is to do away 
with these taxes, terminal taxes on railways and direct taxation 
taking their place. They were prohibited in Holland and, as in 
Belgium, were replaced by direct grants to local bodies by the 
national Government. In Italy under the Italian tax code 
octrois were abolished from 1932, the national Government 
paying as compensation the salaries of judicial officers and school 
teachers, hitherto paid by local authorities. The principle under- 
lying the abolition of octrois in these countries is the same. They 
are excise duties which interfere with federal or State taxation 
of the same character and are generally defective when collected 
by local authorities. 
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1. “ There is no art ”, says Adam Smith, '' which one Govern- 
ment sooner learns of another, than that of draining money from 
the pockets of the people.” ^ In recent years miscellaneous 
taxes have increased in number and in productivity, and a dis- 
covery in one country of a productive indirect tax has led to its 
adoption in another in a surprisingly short time. The more 
important of these other indirect taxes and fees are stamp and 
registration duties, including Stock Exchange taxes and the taxa- 
tion of betting and amusements. It will be remembered from the 
definition of direct and indirect taxation ^ that these are mainly 
examples of indirect taxes, and some of these are usually classi- 
fied with excises, for example, the amusements tax. Their 
importance, especially in the War and in the post-armistice 
period, has not been inconsiderable. In India stamp duties and 
registration are at the present time 9*8 per cent of the total 
tax revenue, and in France 5*9 per cent. In South Africa the 
percentage is 3-4 and in Great Britain 3-2. Stamps and registra- 
tion are usuaUy grouped together, but in India and not a few 
other countries they are not combined. The revenue from 
stamps should not be confused with the revenue from postage 
stamps, which is usually credited to Posts and Telegraphs, a share 
sometimes of receipts from penny stamps being credited to stamps 
in view of the fact that adhesive stamps are permitted for receipts 
and certain other documents. Fees are levied in order to defray 
usually a part, in rare cases the whole, of the cost of services done 

^ The Wealth of Nations, Bk. V, ch. iL part ii. appendix to articles 1 and 2 
(Cannan ed. vol. ii. p. 346). 

2 Chapter XIII. 

673 



674 


THE SCIENCE OF PUBLIC FINANCE 


BK. Ill 


in the public interest and conferring some degree of advantage 
on the fee payer. They may be divided into judicial, commercial, 
and other fees. In addition to taxes referred to above, there are 
quasi-taxes, such as the issue of paper money which may be used 
either directly or indirectly as currency inflation to raise revenue. 
The printing of paper money is a form of enterprise which leads 
to disastrous effects on production. The experience of Germany 
in 1923 was that inflation resulted in favour of business men 
at the expense of those on fixed money incomes and also wage 
earners. It is, in short, a regressive tax. Before long the con- 
fidence of the whole community becomes lost in the future value 
of its currency, as was so well illustrated in the flight from the 
mark. A fall takes place in the interna] and external value of 
the currency.^ 


Stamp Duties and Fees 

2. Stamp duties include in the British tax system duties on 
stocks, shares, debentures, on land and property other than 
stocks and shares, on cheques and bills of exchange and pro- 
missory notes, on receipts, and on companies’ share capital. 
They are the oldest of the taxes administered by the Commis- 
sioners of Inland Revenue. They differ from other taxes in that 
they themselves do not form separate systems of taxes but repre- 
sent rather a separate method of collecting different taxes. Vari- 
ous taxes having no relation with one another can be collected by 
means of stamps. We have seen that the turnover tax in Belgium, 
the excise tax on cigarettes in the Union of South Africa, and the 
entertainment tax in some countries have nothing in common ex- 

^ Cf. “ Inflation as a Method of Taxation ” (ch. ii. Keynes’s Trax^t on 
Monetary Reform,, MacmiUan, 1923). It is to be noted that “ the burden of 
the tax is well spread, cannot he evaded, costs nothing to collect, and falls, in 
a rough sort of way, in proi^ortion to the wealth of the victim. No wonder its 
superficial advantages have attracted hlinisters of Finance. . . . What is 
raised by printing notes is just as much taken from the public as is a beer 
duty or an income tax. What a Government spends the public pay for. 
There is no such thing as an uncovered deficit. But in some countries it seems 
possible to please and content the public, for a time at least, by giwng them, 
in return for the taxes they pay, finely engraved acknowledgements on water- 
marked paj)er. The income-tax receipts, which we in England receive from 
the Surveyor, we throw into the wmstepaper basket ; in Germany they call 
them bank notes and put them into their pocket-books ; in France they 
are termed Rentes and are locked up in the family safe ” {op, cit. pp. 43 
and 62). This referred to postwar inflations about the time when the author 
referred to wrote his Tract. The underlying principle is impgrtOint, 



CH. xxviu OTHER INDIRECT TAXES AND FEES 675 

cept that they are collected by means of stamps. Stamp duties 
are paid by means of adhesive revenue of the required value 
affixed to the document or by means of embossed or impressed 
stamps. They may conveniently be classed under two heads — 
judicial and non- judicial. The former are more in the nature of 
fees by which a return is received by the payer in the form of 
services rendered by the Courts or otherwise. In the case of non- 
judicial stamp duties stamps are affixed on vuitten documents 
which are evidence of the legal rights involved. No direct return 
is received, and as such it is possible in certain cases for the parties 
to evade the tax as in the case of the duty on receipts in the 
British system. From 1783 to 1853 there was a graduated duty 
on receipts. Mr. Gladstone introduced the fixed penny duty and 
the repeal resulted in a larger yield. The tax until that date was 
very inconvenient and had been evaded to a very large degree. 
Similarly in India. In the case of a sale deed for Rs.llOO the 
parties might make a formal agreement for Rs.lOOO thus paying 
Rs.lO as the stamp duty, and the excess amount of Rs.lOO may be 
paid by the buyer without mentioning it in the deed, and thus 
saving Rs.5 on duty as Rs.l5 would have to be paid for Rs.llOO. 
Receipts too are frequently given without the affixing of stamps. 
In some cases the parties cannot dispense with the mitten evid- 
ence as, for example, in the case of insurance policies. It should, 
however, be remembered that the affixing of the necessary stamps 
to the document does not warrant its legality ; it merely makes it 
possible for the legality to be examined. Sometimes the dutiable 
instruments are classified into three groups : (1) Instruments de- 
noting the creation of contractual rights such as bills of exchange 
and contracts in regard to insurance ; (2) Instruments denoting the 
transfer of property or the creation of rights in property, such as mort- 
gage deeds and the transfer of securities ; (3) Instruments denoting 
the grant of privileges, such as grants of peerage and knighthoods. 

The incidence of the tax depends on the object of the trans- 
action which is taxed. Stamp duties have been condemned by 
economists on the ground that they often fall on the wrong person 
and are not capable of being graduated according to ability. 
Adam Smith spoke of the taxes on the transfer of property as 
more or less unthrifty taxes '' Such taxes ”, he adds, 
“ even when they are proportioned to the value of the property 
transferred are stiU unequal ; the frequency of transference not 
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being always equal in property of equal value.” He realised that 
they were not arbitrary but perfectly clear and certain. Mill 
objected to the tax on the purchase and sale of land which always 
fell upon a seller who was obliged to sell it for reasons of 
convenience or necessity, and they were ‘'cruel and oppres- 
sive The conveyance duty adds to the expense of company 
formation where large assets are taken over. An administrative 
concession in Great Britain is granted where a reconstructed com- 
pany is formed to take over the existing company, and where the 
shares in the new company are the same, the shareholders hold 
shares and in the same proportion as those in the existing com- 
pany. The incidence of the duty on the conveyance of land 
cannot be laid down with precision, because when this tax is im- 
posed and the first sale takes place the purchaser will be inclined 
to give a lower price for the property. It tends, in so far as it is 
a recurrent liability, to fall on landowners. As the Colwyn Com- 
mittee on National Debt and Taxation^ rightly points out, ''All 
that can be said is that the original owner may tend to suffer 
most ; in land and house property, however, the exact price is 
so largely fixed by individual powers of bargaining that it is 
impossible to determine how far it has been affected by the duty, 
or, in other words, what proportion of the duty has really been 
borne by either party.” The incidence of the duty on bearer 
bonds, which are far more common on the Continent than in Great 
Britain, appears normally to be on the borrower. The lender is 
not willing to take the burden of the duty on himself. It has 
been pointed out as between the United States and Great Britain 
that in the flotation of loans there is a great advantage in regard to 
stamp duties in the case of the United States, and that this works 
on account of the tax to the advantage to the United States, and 
emphasis has been laid upon the value of foreign loans as a stimu- 
lant of exports. The small amount of the duty, however, is not 
likely to have the effect of turning away business, and there is no 
evidence in the London money market that it has had this effect. 
There are other factors which count far more, such as the ability 
of the market to be able to digest the loan. The Colwyn Com- 
mittee quoted Mr. A. M. Samuel, who said, “ Whether harm 

arises in present circumstances from the loss of such business is 

t 

1 Report of the Colwyn Committee on National Debt and Taxation (Cmd. 
2800, 1927, p. 201). 
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doubtfal . Some of the foreign loans alleged to have been driven 
away from London by high stamp duties were floated in New 
York. But it is said that New York failed to digest the loans 
and that London bought the loans in New York, and brought them 
to London at a cheaper rate than that at which they would have 
been issued in London.” The companies’ capital duty tends to 
fall on the company. It is not passed on in prices to the con- 
sumer. Since the duty is a charge on profits the eflect falls on 
the shareholders. The duty on cheques fails on the person draw- 
ing the cheque, and is always borne by him uifless it can be passed 
on in some business transaction. The trader is said to pass the 
duty on to the consumer because it enters into the costs of all 
traders. The eflect of a reduction in the stamp duty on cheques 
is often exaggerated. It has been argued that the 2d. stamp duty 
in Great Britain makes people draw cheques for larger sums than 
they did before the duty was increased. This may be due to the 
higher prices which have to be paid for most things. The Colwyn 
Committee ^ summarised the view generally held on stamp duties 
thus : “ The stamp duties are a cause of occasional irritation to 
the citizen and of some recurrent friction in business, and particu- 
larly in finance. While they are open to many objections, they 
do not seem in practice to meet with much opposition from the 
general taxpayer and they may be held to illustrate the saying 
that ‘ an old tax is a good tax Nevertheless, in relation to their 
moderate yield, we are disposed to think them one of the less 
satisfactory parts of the British tax system.” In France, where 
business is subject to much greater taxation than in Great Britain, 
there are many stamp duties of this nature, such as those on sub- 
scriptions to French and foreign securities, foreign securities not 
held under subscription agreements, and stock and commodity 
exchanges. The psychology of the French and indeed of the 
German taxpayer is diflerent from that of the English, and these 
taxes cannot be said to be regarded wdth disfavour. English 
WTiters, however, such as Hobson in his Taxation of the New 
State f regard stamp duties as a '' restraint on trade and other 
forms of presumable personal and social utility. They are in 
their final incidence at the best nothing but an expensive way of 
tapping certain bits of income which, if left untouched, would 

^ Report of the Colwyn Committee on National Debt and Taxation (Cmd. 
2800, 1927). - Taxation in the New State, p, 125. 
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yield their quota to ordinary direct taxation, while at their worst 
they are extortions from persons who possess no real ability to 
pay. For the most part, they are the cumbersome relics of a past 
haphazard method of catchpenny improvisation, which has no 
place in any scientific system of finance.” A more correct view 
is that already stated that, ''an old tax is a good tax”.^ 

3. The tax on stamps was introduced from Holland into 
Great Britain in 1694. Seventy years previously the tax had 
been discovered in Holland by a private individual in response 
to a proclamation of the States- General offering a prize for the 
invention of a new tax. The duty was first of all a duty on paper 
or parchment which was presented at the Government Stamp 
Office for stamping. There were six dffierent stamps, one of 40s. 
as a payment for royal grants of land and presentations to ecclesi- 
astical benefices. There were five smaller stamps of 5s., 2|s., Is., 
6d., and Id., for numerous other legal instruments specified in the 
Act.^ The charges were thus fixed according to the class of instru- 
ment, and to a certain extent were a tax on the amount of paper 
used. In 1797 the ad valorem principle was introduced except for 
property. Until 1808 the tax varied mainly according to the 
length of the document in the case of property. By 1815 ad 
valorem duties became general but the scales were arbitrary, with 
maximum charges for transactions over a specified limit. In 1850 
percentage duties were introduced on bonds, conveyances, mort- 
gages, and settlements. In 1853 a penny was fixed as the postage 
on receipts in place of the varying rate according to value, namely, 
3d. to lOcL, and ordinary stamps might be used for this purpose. 
In 1891 the Consolidating Stamp Act, the basis of the present 
stamp legislation, was passed, and it provided for an ad valorem 
duty on (1) transactions regarding property, bills of exchange and 
promissory notes ; (2) penny duties on receipts, cheques, etc. ; and 
(3) fixed duties on deeds and instruments not mentioned above. 
This Consolidating Act prescribed penalties such as £10 for the 
non-receipt of a document and the making void of any agreement 
not stamped. It is also the duty of the judicial officers to take 
notice of the absence or insufficiency of duty when an instrument 
is tendered before him in evidence. Moreover a person duly 

^ J ohn Stuart Mill seems to tliink that if a tax goes on long enough it ceases 
to be a tax at all. 

“ 5 & 6 William and Mary, c. 21. 
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appointed to enrol or record a document is liable to fine if fie 
eirrols or records tfie instrument insufficiently stamped. At tfie 
present time tfie receipt for £2 or upwards is 2 pence, tfie penalty 
for not stamping is £10. 

It will be seen tfiat some duties are charged on documents 
and writings having a legal operation or forming necessary steps 
in law-suits. These duties are collected by means of stamps 
impressed on or affixed to tfie instruments. In addition to these 
there are duties on commercial documents, such as bills of 
exchange and contract notes, companies’ capital duty (which 
amounts to £1 on every £100 of tfie nominal capital of companies 
or corporations with limited liability and 2s. 6d. on loan issues 
by local authorities, companies, and corporations on every £100 
secured), insurance, drafts, and receipts. Under the Stamp Act 
of 1891, postage adhesive stamps, it may be noted, are permitted 
for bills of exchange, including cheques, for payment of money on 
demand, certified copies or extracts from registers of births, 
charter parties, leases of dwelling-houses not exceeding a year at 
a rental not exceeding the rate of £10 per annum, or of any 
furnished dwelling-houses for any definite term less than a year 
where the rent for such term does not exceed £10, receipts, policies 
of insurance (not life nor marine), proxies, and voting-papers. In 
the United Kingdom most of the stamp duties are from deeds, the 
amount of revenue being 48 per cent of the total stamp duties 
in 1929-30. Receipts amounted to 11 per cent, companies’ capital 
duty to 15 per cent, bills of exchange to 19 per cent, insurance to 4 
per cent, and others to 3 per cent. The fee stamps proper include 
judicature fee stamps, land registration fees, and other fee stamps 
for companies’ registration, district audit, civil services commis- 
sion, and registered houses (Scotland). It is interesting to notice 
that these stamp duties reflect frequently the state of trade of 
the country. In Great Britain, for example, in 1921-22, as com- 
pared with the previous year, there was a decline from £27 millions 
to £20 millions in stamp duties, of which decrease £2| millions were 
on account of conveyances. There were also decreases in the 
receipts from cheque stamps, bills of lading, and shipping policies 
ovdng to the trade depression of the year. In some countries 
stamp duties have not been changed for long periods, notwith- 
standing a considerable change in the level of prices and in the cost 
of the judiciary. Financial pressure, and also economic changes, 
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especially of prices, of a more or less permanent nature, have in 
some countries produced a revision. Nevertheless there are some 
who hold that stamps for judicial acts, unlike those for ordinary 
commercial instruments, should not be raised unduly. In a well- 
known passage Jeremy Bentham writes of attacks upon security 
committed through ignorance, inadvertence, or false reasons ”, 
and he includes among them taxes upon law proceedings. He 
says that they include all kinds of attacks upon security, since 
they are equivalent to refusing the protection of the law to all 
those who cannot pay for it. They consequently ofer a hope of 
impumty to crime. It is only necessary to choose as objects of 
injustice individuals who cannot afford the advances necessary 
to a judicial prosecution, or who are not rich enough to run the 
risk This reminds one of the well-known saying in the Santi 
Parvam of the Mahabliarata that the king should act like the 
leech taking blood mildly. He should treat his subjects like a 
tigress carrying her cubs, touching them with her teeth, but 
never cutting them therewith.” ^ a tax on legal process may be 
a hindrance to the use of the courts, but it must be remembered 
that taxation of Acts is a subordinate one in the tax system of 
most modern countries. 

In imposing stamp duties it is necessary to see that they 
should not be so excessive as to retard business or to cause 
evasion. If the duty on receipts, for example, is very high the 
payer may rely on the credit of the payee and the payment of 
the duty required by law may be evaded. It has generally been 
agreed that the rates of stamp duty should be fixed in accordance 
with : (1) The point at which the value of the convenience or 
utility attaching to the use of a particular kind of document or 
resort to a particular kind of transaction approaches the amount 
of the stamp duty involved ; (2) The point of diminishing returns, 
or, in other words, what the traffic will bear ; (3) The point at 
which hardship on any class of the community is involved. 

Taxation of Betting 

4. Another group of indirect taxes includes those concerned 
with lotteries and betting. In the past States raised money 

Bentham, Theory of Legislation, p. 140 (London, Truhner & Co.). 

- Chapters Ixxxviii. and cxxix. Santi Parvam. 
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through the taxation of lotteries, and even built churches with 
the proceeds. St, John’s Cathedral in Calcutta was the result of 
this, and not a few town halls owe their origin to this form 
of taxation. To-day Governments, such as the Government of 
Italy, are controlling such forms of gambling by means of taxa- 
tion. In connection with public loans, a reference will be made 
to State lotteries, especially those which prevailed in England 
between 1694 and 1826. Here we are concerned with the taxation 
of private lotteries and not with State lottery loans. Lotteries 
hke the well-known Calcutta Sweepstake, which frequently 
awarded prizes of over £50,000, certainly are fit subjects for 
taxation, just as the taxation of betting. The attitude towards 
the taxation of betting has changed remarkably in recent years, 
especially in the self-governing Dominions. It is realised that, 
although betting may be a fooTs game, still taxation is both 
practicable and desirable. By no twist of the imagination can it 
be held that by being taxed and made lawful betting will be 
further encouraged. As in the case of drink, it is somewhat 
likely to be checked than further promoted by regulation, and 
certainly taxation would diminish the malpractices associated 
with it. A wrong thing is not encouraged by diminishing the 
money profits from its practice. The real question before the 
financier, and indeed the only question, is whether the probable 
contribution to the Budget is sufficiently substantial to make the 
tax worth while. The gambler on the Stock Exchange contributes 
in many countries by stamps on his contracts his share of taxation 
to the State. Stock Exchange transactions are taxed only when 
States see that it is worth their while. The taxation of betting, 
although in the nature of luxury taxation, does not deserve to be 
included under the group fancy taxes. An ex-Lord Chancellor, 
speaking in the House of Lords in March 1924, remarked that 
'' to say it was a shocking thing to legalise betting was merely 
to show the depths of hypocrisy in which we were living in regard 
to matters of this kind. Was it not legalising betting to charge 
income tax upon the bookmakers’ profits, or for the Post Office 
to say they held themselves in readiness to transfer the bets from 
the man who made them to the man who had the office for 
betting ? The whole argument was the most arrant hypocrisy.” 
The method of effecting the taxation of horse-racing, football, and 
similar matches, where betting does take place, has been thought 
VOL. II M 
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out carefully, especially in Australia. The Federal Government 
collects a tax on tickets for admission, except those issued at a 
very low figure. This, however, belongs to an amusement tax. 
The state Governments levy a tax on betting tickets which are 
stamped, the highest stamp being usually 3d. in New South Wales 
and Victoria, the rates of tax being lower in suburban areas. The 
tax department issues the tickets already stamped, so that the 
bookmaker wanthig any number can have them on application. 
In New South Wales the practice is for the bookmaker to send his 
tickets, already printed, to the stamp office, and to have them 
stamped by Government agency. In Victoria Government prints 
the tickets to safeguard against fraud, and the tickets are 
numbered. In addition to a tax on betting- tickets, there is a 
special tax levied as a licence on bookmakers, amounting to a 
maximum of £50 in Victoria and £70 in New South Wales. In 
addition to these there is a tax on the totalisator betting. In New 
South Wales racecourse betting with the totalisator reached over 
£600,000 in 1921-22. If it be remembered that the population of 
the state is two millions and that the highest tax is 3d., an idea 
can be formed of how productive such a tax can be. In Great 
Britain a considered scheme was put forward by the Board of 
Customs and Excise, and published in 1924 in the Eeport of the 
Select Committee appointed to consider the question of imposing 
a duty on betting.^ This scheme proposed not only to register 
and license all bookmakers and their premises, and lay the 
responsibility for paying the duty on the bookmakers, but to 
legalise ready-money betting and place 24 per cent duty on all 
amounts staked as bets. The details of the scheme were as 
follows : (1) to levy an ad valor e^n duty on all the amounts staked 
as bets with professional bookmakers, the bookmaker to be 
responsible for the payment of the duty, and heavy penalties to 
be imposed on bookmakers acting without a licence ; (2) to make 
cash betting off racecourses legal on condition that it takes place 
in registered betting-houses, aU betting-houses, even those where 
credit betting only is carried on, to be registered ; (3) the amount 
of duty charged for registration of a betting-office to be £20 
annually, and the machinery for the collection of the tax to be 
on the model of that of excise, which would require the licensing 
of bookmakers and the registration of their premises. The 

1 No. 139. 
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method of collecting the duty was to be as follows : '' For ready- 
money betting the Government would issue at the Post Office 
and at the Board of Customs and Excise, and on racecourses 
books of tickets containing a number on which the duty amounts 
to a round sum. For example, a book would contain say 100 
tickets for Is. bets at a cost of 2s. 6d. (^.c. 2-J- per cent on £5), or 
100 tickets for 2s. bets at the cost of 5s. {i.e. 2| per cent on £10). 
Similarly a book of 50 tickets for £1 bets would cost 25s. or 
2i per cent on £50. The tickets would be differently coloured for 
each denomination of bet, numbered consecutively, and stamped 
or not, as thought desirable. The bookmaker would issue to the 
backer a ticket for the amount staked. Thus the tax would be 
collected automatically. In the case of credit betting the Board 
of Customs and Excise would arrange to collect from the book- 
maker the tax due. as shown by his books on weekly or monthly 
returns, if he was in a position to give adequate security to the 
Crown for payment of the duty. Failing this, a Government 
ticket would have to be given for each credit bet : in practice 
this would hardly ever occur.” Strong provisions to prevent 
evasion of the taxation or fraud were to be inserted in the Act. 
The cancellation of registration would be the strongest protection 
for the revenue in the case of office bookmakers, and forfeiture of 
licence in the case of evasion by racecourse bookmakers. 

The betting tax was first levied in Great Britain in 1926. 
According to the Act an annual duty of £10 was imposed on the 
registration of each set of premises used by a bookmaker for 
receiving bets on credit, and a duty of the same amount was 
charged for certificates required to be taken out by the book- 
makers. Relief was granted in respect of bets laid off or made 
void for any reason. On and after 1st November 1926 betting 
duty was payable on every bet made with a bookmaker at a rate 
of 3|- per cent of the amount staked. The rate was 2 per cent in 
the case of horse-racing bets. A revenue ticket denoting that the 
duty has been paid wms to be issued by the bookmaker to the 
backer at the time of making bets. This could be dispensed with 
by the bookmakers by arranging with the Commissioners of Inland 
Revenue to furnish returns of bets made with him. The rates 
were reduced to 2 per cent and 1 per cent respectively by the 
Finance Act of 1928. These duties, including the annual duty of 
£10 on entry certificates were repeated, and in its place a duty of 
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£40 on each telephone used by the bookmaker and £ per cent duty 
on stakes laid with a totalisator. The receipts from this source 
for the year 1930-31 amounted to £16,000. 

A betting tax has been levied in Bengal since 1932 under the 
Schedules Taxes Pules. The tax is levied at the rate of 4 per cent 
on all money paid into the totalisator and money paid by licensed 
bookmakers to winning backers. The tax yielded in 1929-30 
Ps. 1,200,000 or a little more than 1 per cent of the tax revenue 
of the province. The totalisator tax is levied in Bombay. 
Pecently Burma has adopted the tax. The tax is capable of 
further extension in the various provinces of India. In sixteen 
states of the American Union there are licences or pari-mutuel 
taxes with regard to race meetings, and in twelve both licences 
and pari-mutuel taxes are levied. The licence takes the form of 
a fixed amount per diem which varies with the importance of the 
tract, and the usual rate of tax is from 3 to 5 per cent of the gross 
receipts of pari-mutuels. These taxes exclude the admissions tax. 
In Germany under the Betting and Lotteries law horse-racing and 
the raflling of lottery tickets are taxed on the basis of the amount 
of the stake and the price of the lottery tickets respectively. The 
rate of tax on the totalisator is 16| per cent and on the bookmaker 
16f per cent. In the case of German lotteries the tax is 20 per 
cent of the price of tickets exclusive of tax, and in the case of 
foreign lotteries 0-25 reichmark on every gold mark. Four per 
cent is retained by the national Government for the costs of 
administration and 96 per cent is returned to the states. The 
totalisator tax is determined according to the location of the 
totalisator, and the whole amount must be used in favour of unions 
for the improvement of horse-breeding. The distribution of the 
bookmaker’s tax is that the distribution between the states is f 
by the location of the tax collection and by population. The 
whole of the lottery tax is retained by the national Government. 

Taxation of Amusements 

5. The taxation of amusements has in recent years become 
popular in many countries. In Australia the legislation is federal 
and provincial, there being provincial acts in Victoria, New South 
Wales, West Australia, Tasmania, and South Australia. In 
Tasmania the whole of the tax leviable under the Common- 
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wealth and Tasmania Acts is collected by the Commonwealth, 
the central Government handing over to the state Government 
without any deduction for the expenditure of collection the 
portion belonging to the state. In consideration of this, the 
services of the state police in the way of supervision are given 
free of charged In Canada several provinces levy this tax on 
admissions to places of entertainment. Thus in Ontario it varies 
from 2 cents to 25 cents depending on the price of admission and 
the land of entertainment. In India two Governments only, 
those of Bombay and Bengal, introduced the tax. There is no 
tax imposed by the central Government. In Germany the tax is 
a State tax. It varies, for example, in Prussia from 10 to 25 per 
cent of the prices for admission. In most countries the rate is 
based on the price for admission. In some countries, as in Eng- 
land from 1935, there is a differential rate depending on the 
nature of the entertainment. In Italy the rate is 10 per cent for 
theatrical performances, 10 to 20 per cent on cinemas, 15 per cent 
on sports, and 20 per cent on horse-racmg. The amusements tax, 
like other expenditure taxes, was introduced at a time when it was 
necessary to levy as much taxation as possible on all forms of 
luxury expenditure and to encouraging saving. The War, how- 
ever, sho’wed that a tax on luxury, unlike that on tobacco and 
spirits, which are conventional necessaries, cannot always be 
looked on as a productive source of revenue. There are taxes, 
however, such as the amusements tax, which fall ultimately on 
those who indulge in certain forms of amusement, and yields 
large amounts of revenue. Some countries regard the tax as a 
non-permanent tax, w^hile others regard it as a permanent or 
quasi-permanent part of the tax system. In 1921 the House of 
Representatives of the Commomvealth of Australia repealed the 
Act, but it was defeated in the Senate. Questions have been 
asked in the British House of Commons regarding the repeal of 
the Act in Great Britain, but the Act still continues. The Royal 
Commission on Taxation in Australia*^ recommended that it was 
somewhat in the nature of emergency legislation, and its repeal 
should be considered when the state of public finance rendered 
such a course possible. There is much to be said in favour of 
the tax where it is productive. In Great Britain in 1933-34 it 

^ Section 5a of the Amusements Duties Amendment Act, 1917. 

^ F 18112, 5th and final Report, 1923. 
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was 1-3 per cent of the total tax revenue, bringing in £9 millions, 
and in Australia the federal tax was 0*3 per cent of the federal tax 
revenue, bringing in £133,000. In recent years the entertainments 
tax has risen by leaps and bounds owing to the cinema craze. For 
example, in 1930 the entertainment tax in Great Britain was 
£6,695,847, and in spite of the greatest trade depression ever 
experienced the tax for the year ending 31st March 1934 was 
£9,235,160. Its effects have not been deleterious, although con- 
ditions have not been sufficiently normal to consider such effects 
in detail. The main objections against amusements or entertain- 
ments taxes are that they are unequal because certain amusements 
only are taxed. It might also be said that the tax discourages 
amusement or recreation, which is essential for the well-being of 
the community. The important points in the taxation of amuse- 
ments centre mainly round the definition of amusements or enter- 
tainments and also the nieaning of payment for admission ”, 
“ proprietor ”, etc. In most countries entertainment includes 
any exhibition, performance, leOture, amusement, game, or sport 
for admission to which payment is made. Exemptions are usually 
allowed in cases where the whole of the proceeds are devoted to 
philanthropic, religious, or charitable purposes without any charge 
of the proceeds for any expenses. Entertainments of a wholly 
educational character or only for the amusement of children, or 
partly educational and partly scientific by a society, institution, or 
committee not conducted for profit, are exempted. In Australia 
the taxing of payments for articles supplied by the proprietor for 
the purpose of an entertainment, such as skates, are to be included 
in the '' payment for admission ”, The rates of tax are progress- 
ive. In Great Britain an entertainments duty came into force 
from 15th May 1916. The rates as fixed by the Finance Act of 
1919 varied from a halfpenny on payments of 2|-d. and below to 
2 shillings for the first 15 shillings, and 6d. for every 5 shillings or 
part of 5 shillings over 15 shillings. In the Budget for 1924-25 
the duty was repealed on tickets up to the value of 6d., and 
reduced on tickets from 7d. to Is. 3d. This repeal and reduction 
cost £4,000,000 in a full year. The Emergency Budget of 1931 
reimposed the duty on admission for payments over 2d. up to 6d. 
(which had been free from 1924). It also increased the scale of 
payments over 6d. In imposing these extra charges in 1931 the 
Chancellor of the Exchequer expressly stated that he desired to 
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give an opportunity to all sections of the community to contribute 
towards the nation’s need. The tax, however, seemed to fall 
largely on the proprietors rather than on the public. With effect 
from 1st July 1935 all payments up to 6d. were relieved of the 
duty. This costs £2,300,000 in a full year. A differential rate 
in the duty of seats over 6d. was also made in favour of those 
entertainments in wdiich living performers take part. In the 
United States there is an admissions tax levied by the Federal 
Government on admissions in excess of 40 cents except for 
admission to places specifically exempted. The tax is 1 per 
cent on each 10 cents or fraction thereof. In addition certain 
states, twenty-three in number, levy a tax on public amuse- 
ments mainly for boxing and wrestling contests, w^hich usually 
vary from 5 to 10 per cent of the gross receipts. The states 
of Arizona, Connecticut, Mississippi, North Carolina, West 
Virginia, Utah, Washington, and Wyoming tax theatres in- 
cluding motion pictures. In the Australian legislation the 
Commissioner is given extensive powers, which he can delegate. 
The penalties for evasion vary from £5 in the case of a person 
admitted to £50 in the case of a proprietor guilty of an offence. 
Certain offences are indictable, such as forging a die or stamp, 
fraudulently mutilating any stamp with the intent that any 
use may be made of any part of the stamp, and the maximum 
penalty is 14 years’ imprisonment. Other offences involve the 
liability to imprisonment for 7 years, 3 years, and 1 year. A sum 
of £50 is fixed as the maximum penalty for any breach of the 
regulations. It will be seen, therefore, that, if proper steps are 
taken to prevent evasion, the tax is a good luxury tax and one 
that is not troublesome to collect. In some places complaints 
have been made, as in Australia, that there has been delay in 
obtaining registration under the Commonwealth Act in remote 
districts. This difficulty has been surmounted by a system of 
registration to be made with local postmasters. 



CHAPTER XXIX 


THE BURDEN OF TAXATION 

1. The burden of taxation is a problem which faces the student 
of finance from more than one point of view. In the first place, 
it may be necessary to compare the relative total burden of taxa- 
tion in the same country at different periods. Secondly, it may 
be desirable to compare the relative burdens of direct and indirect 
taxation in the same country at the same time and at different 
times. Thirdly, the problem may be to compare the relative 
burden of taxation at any period in one country with another. 
All these questions raise many important problems regarding the 
weight of taxation. In Chapter XV. the calculation of national 
income and of taxable capacity has been examined. It was 
shown that in recent years the methodology of national income 
had been examined by economists and statisticians in various 
countries, and there was now an international attempt to secure 
uniformity of definition and to show for various countries the 
component parts of national income so that in making compari- 
sons of the income in various countries comparable items alone 
would be taken into account. In that chapter, too, the essentials 
of the concept of taxable capacity were examined. The purpose 
of this chapter is to examine a little further the problem of the 
pressure of existing taxation direct and indirect with some broad 
considerations and conclusions regarding this question. 

The burden of taxation is an ambiguous term and, like many 
other economic terms used in popular discussion, its meaning is 
not always clear. We sometimes mean the payment burden of 
the tax and sometimes the total or sacrifice burden in which this 
payment burden is included. Thus in foreign trade we sometimes 
speak of the burden of a heavy protective import duty on the 
foreigner. We multiply the unit burden of the tax by the number 
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of units imported, and we say that is tlie burden imposed on him. 
But the burden may be a much larger burden involving a greater 
sacrifice than this because the foreigner may not be able to export 
to the country levying the tax the same amount of goods as 
formerly. And here the elasticity in the demand for the article 
plays an important part in regard to the total or sacrifice burden. 
Then again we speak of the burden of income tax, and it is some- 
times said that this burden is heavy because it does not take 
account sufficiently of the ability of the individual taxpayer as so 
much depends on the circumstances of the individual, his family 
responsibilities, and so on. It presses hard on small incomes, 
particularly of the professional classes. We sometimes hear of 
the burden of taxation hampering progress as heavy taxation is 
said to deaden enterprise, to impede the growth of reserves, and 
thus to reduce productivity. It is said to discourage saving and 
thus to reduce the accumulation of capital which is necessary for 
further production in a community. If the burden is very great 
there is the tendency for individuals to spend freely because owing 
to the taxation it is not worth while to save. Business enterprise 
with high rates and taxes may be such as to effect competition in 
world markets. An ex-Chancellor of the British Exchequer (Sir 
Robert Horne) in criticising the Budget of 1924-25 pointed out 
that whereas in pre-War days rates and taxes added 2s. 9d. per ton 
to the cost of finished steel, it added in 1924-25 21s. 4d., with the 
result that competitors could undersell English manufacturers to 
the extent of 30s. to 40s. per ton. It has also been alleged that 
the burden of taxation on higher incomes is so great that it affects 
the entrepreneur class and the capitalist. The capital which is 
waiting for an opportunity for investment in some new productive 
enterprise in a modern industrial community is in the hands of 
relatively few people who are always ready to take risks in the 
early stages of an enterprise and, if the State by taxation takes 
away a great part of this capital, production suffers and the rich 
men who could afford to take these risks by using their surplus 
incomes and who are always on the alert for productive oppor- 
tunity find the burden of taxation so crushing that they are forced 
out of existence. The State by the heavy burden of taxation thus 
brings about a lack of the spirit of enterprise, and it is enterprise 
which builds up the commerce and industry of nations. In short, 
an examination of the burdens of taxation is important since any 
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overburdening of the taxpayer generally, or of one class of tax- 
payers at the expense of another, may have a bad ehect on a 
country. It is for these reasons that the burden of taxation to- 
day is a problem that deserves very careful examination. 

2. Taxation thus lessens the resources in the hands of private 
indhdduals and transfers to public authorities the proceeds to be 
expended on diherent services. The idea of burden arises from 
the fact that (1) there is no direct connection visible between the 
amount contributed in taxation and the services received by the 
individual. There is the absence of a quid qyro quo] (2) taxation 
is compulsory, and is therefore felt as a burden ; (3) funds are 
taken by public authorities which would otherwise have been 
used for private consumption or private saving. The creation 
of new work and new^ capital is thus penalised. Heavy taxation in 
the form of heavy death duties, income tax, or other forms of taxa- 
tion prevent potential new capital from coming into being. This 
raises a further question as to the extent to which this new capital 
is desirable or not in the circumstances of any given year, or on 
the other hand whether the State should retain at least its present 
level of taxation. There may be already excessive saving, the 
result of a too rapid growth of thrift among all sections of the 
population, and the economic machine may not have adjusted 
itself. In England in 1935, for example, there was not an urgent 
need for new capital when hundreds of millions of pounds were 
lying idle and every suitable issue was heavily over-subscribed. 
States may spend, as on the social services, money more judiciously 
than the private individual if the money were left in his pocket, 
but often the money is spent by the States on wars and on armed 
peace ; (4) with the development of States, taxation has enor- 
mously increased, as the king could not, as in early times, live on 
his own resources. After great wars taxation has increased so 
rapidly that its weight is all the more felt. In this chapter we are 
concerned more with the individual burden than the social burden 
of taxation. In order to discuss fully the social burden it 
would be necessary to analyse the method in which the various 
countries spend their tax revenue on social services and on 
other heads of expenditure. To this a reference has already 
been made in the chapter and the tables on the distribution of 
expenditure. 

The real burden of taxation in its relation to national income 



CH. XXTX 


THE BUEDEN OF TAXATION 


691 


has received considerable importance in the present century, 
especially since the War, by many writers on public finance. An 
investigation of national income has been made in most countries.^ 
Taxation is, as has been shown, the transfer of a part of a tax- 
payer’s spending and saving power to public authorities, and the 
burden of this varies with the income of the individual and of the 
nation as a whole. The State takes from its citizens certain sums 
which it disburses in wages, salaries, materials, and social services. 
It is important to test the progress in the same country at different 
periods and to test the prosperity between different countries at 
the same period, and also to study the yield of certain schemes of 
taxation by an examination of all the facts. In the Treaty of 
Versailles it was provided that the Eeparations Commission should 
periodically estimate Germany’s capacity to pay, and that the 
German scheme of taxation should be fully as heavy proportion- 
ately as that of any of the Powers represented on the Com- 
mission ”.2 The First Committee of Experts appointed by the 
Eeparations Commission explained in their Eeport that “ the com- 
parison of statistics of total taxation, national and local, in each 
country presents many technical difficulties. Moreover, statistics 
of total national income and income per head are at present either 
very defective or wholly lacking. Notwithstanding these diflni- 
culties it is possible to compute roughly what total budget charge 
would be borne by the German people if they were subject to taxa- 
tion (central and local) on the same scale per unit of income as in 
Great Britain, and by deducting from the result the necessary 
domestic expenditure to derive an arithmetical balance which 
could be, theoretically, at any rate, assigned to the payment of 
reparation. ’ ’ ^ The Committee gave no statistics. In Great Britain 

^ See Chap. XV. of this work. Cf. Stamp on National Income, Journ. Royal 
Statistical Society (London, 1934). 

“ Annex 12 B, Treaty of Peace. Tlie First Committee of Experts on German 
Reparations, presided over by General Dawes, stipulated that Germany should 
pay for 1929-30 and following years a sum in addition to the standard juiyment 
according to the prosperity of Germany. To measure this prosperity various 
factors, such as the total of German imports and exports, the total of budget 
receipts and expenditure taken together (after deducting from both sides the 
amount of the Peace Treaty payments included in the year), railroad traffic as 
measured by the statistics of weight carried, the total money value of the 
consumption of sugar, tobacco, beer, and alcohol within Germany, the total 
population of Germany, and the consumption of coal per ca-jrita, were to be taken 
into account. 

^ Cmd. 2105, p. 48. For considerations regarding the measurement of Ger- 
many’s burden, cf. Cmd. 3343 — 1929. 
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the Chancellor of the Exchequer appointed in March 1924 a com- 
mittee of 13 under Lord Colwyn “ to consider and report on the 
national debt and on the incidence of existing taxation, with special 
reference to their effect on trade, industry, employment, and 
national credit ’h This Committee calculated the burden of taxa- 
tion direct and indirect on various incomes for the years 1903-4, 
I9I3-I4, I9I8-I9, 1923-24, and 1925-26, following the lines of the 
President (Sir Herbert Samuel) of the Eoyal Statistical Society in 
his Presidential address ^ in 1919 on “ The Taxation of the various 
Classes of People ’h The figures were for a taxpayer assumed to 
be married and to have a vdfe and three children. Although the 
size of an English family for all marriages is about 1| and 2^ if 
married couples without children are excluded, three children were 
taken in order to make allowances for relatives or dependents who 
while frequently earning independent incomes may add to the 
total burden of the household. Stamp duties were excluded as 
these could not be allocated with any accuracy according to the 
size of income, and they have no clearly definable relation to the 
annual income of the individual. The tax payable on various 
selected incomes for direct taxes such as the income tax and death 
duties, and on indirect taxes such as customs and excise duties, 
including tobacco, alcoholic drinks, and entertainments, were care- 
fully worked out. The figures of income tax presented no diffi- 
culty as they were readily available. In the case of death duties 
the burden was converted into an annual life insurance charge, as 
an approximate indication of the amount likely to be due, other 
things being equal. The burden of customs and excise duties was 
calculated from official and non-oflicial sources such as the 
budgets of household expenditure used by the Board of Trade 
and from calculations of the total consumption of alcoholic drinks 
made by Eowntree and Sherwell in their book The Temperance 
Problem and Social Reform, which extended to 10,000 households. 
The investigations in this enquiry were continued by Sir Bernard 
Mallet and Sir Herbert Samuel, and supplemented by the Colwyn 
Committee's own investigations. The Committee ^ in allocating 
the different devels of income under the entertainments duty 
acknowledged there was a good deal of conjecture, but figures were 

^ Journal of the Royal Statistical Society, London, 1919. 

“ Report of the Colwyn Committee on National Debt and Taxation. Cmd. 
2800—1927, pages 94-96. 
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given for selected incomes and the duty paid on these incomes. 
Some of the results are summarised m the folloAving table : 

The Burden of Taxation on British Incomes, £150, £500, £1000, and £2000, 
IN THE Pre-War year 1913-14 as compared with a decade before the 
War (1903-4) and a decade after the War (1923-24). 


Income £150 



Pre-War Year 

10 Years l)efore 

J 0 Y ears after 


( 19 J 3-14) 

(1903-4) 

(1923-24) 


£ s. d. 

£ s. d. 

£ s. d 

Total Direct Taxes ^ 

0 4 6 

0 4 6 

nil 

„ Indirect - . 

6 4 8 

6 8 6 

20 3 8 

„ Taxation . 

6 9 2 

6 13 0 

20 3 8 

Percentage of Total Tax : 

Direct 

0-2 

0 2 

ml 

Indirect 

4-2 

4-3 

13 5 

Total 

4-4 

4-5 

13-5 


Income £500 

£ s. d. 

£ s. d. 

£ s. d. 

Total Direct Taxes 

. 13 5 0 

17 5 10 

15 16 3 

„ Indnect 

8 15 10 

8 17 0 

24 0 6 

,, Taxation 

. 22 0 10 

26 2 10 

39 16 9 

Percentage of Total Tax : 

Direct 

2-6 

3*5 

3-2 

Indirect 

1*8 

1-8 

4-8 

Total 

4-4 

5*3 

8 


Income £1000 

£ s. d. 

£ s. d. 

£ s. d. 

Total Direct Taxes 

. 40 10 0 

48 16 8 

108 16 3 

„ Indirect 

. 11 10 10 

11 15 0 

32 1 6 

„ Taxation 

. 52 0 10 

60 11 8 

140 17 9 

Percentage of Total Tax : 

Direct 

4-0 

4-9 

10-9 

Indirect 

1-2 

D2 

3-2 

Total 

5-2 

6d 

14-1 


^ Direct Taxation: (1) Income tax (wholly earned) super-tax; (2) death 
duties ; and for 1903-4 and 1913-14 inhabited house duty, the tax being 
abolished by the Finance Act, 1924. 

“ Indirect Taxation : Taxes on tea, sugar, tobacco, alcoholic drinks, enter- 
tainments, cocoa, coffee and chicory, dried fruits, patent medicines, and table 
waters. 
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Income £2000 

Pre-War Year 

10 Years before 

10 Years after 


(1913-14) 

(1903- 

P 

(1923-24) 


£ s. d. 

£ s. 

d. 

£ s. d. 

Total Direct Taxes 

. 79 15 0 

96 8 

4 

313 11 3 

,, Indirect 

. 18 0 10 

18 13 

0 

43 8 6 

,, Taxation 

. 97 15 10 

115 1 

4 

356 19 9 

Percentage of Total Tax : 

Direct 

4-0 

4-8 


15 7 

Indirect 

0-9 

0-9 


2-2 

Total 

49 

5-7 


17-9 


The Committee did not make comparisons with other countries, 
although they were interested in comparative burdens in regard 
to the burden of taxation in less heavily taxed countries with 
especial reference to the effects of such taxation on British 
industry. Nevertheless, the Committee concluded that It may 
be said definitely that the burden of taxation was heavier in G-reat 
Britain than in any other European country, and very much 
heavier than in the United States They were not prepared 
to show this statistically, although in coming to this conclusion 
they must have had access to measui'ed data. In India the 
Taxation Committee appointed '' to examine the manner in which 
the burden of taxation was distributed between the different 
classes of the population, and to consider among other matters 
whether the whole scheme of taxation, central, provincial and 
local, is equitable and in accordance with economic principles, 
and if not in what respects it is defective It showed less 
courage than the Colwyn Committee even in estimating the burden 
of taxation in India at the time of their inquiry, and they did not 
give comparative international tax burdens. Nevertheless they 
did use statistics such as those on the weight of the salt tax, 
customs duties, excise duties on alcohol and municipal taxes, and 
from this data and other sources estimated in general times the 
burden of taxation on the urban labourer, the landless agricultural 
labourer, the small and the large landholder, the village trader, the 
small trader in towns, the large trader, the big merchant, and the 
lower and higher grades of the professional classes. Indeed the 
Committee, although not publishing the data by which they 
arrived at their conclusions, made recommendations such as the 

^ Vide Report, ch. xiv. : Calcutta (Govt, of India, Central Publication 
Branch), 1926. 
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benefits that would result from a decrease in customs duties and 
in municipal taxation in the case of the urban labourer, and that 
there should be no decrease on the salt tax or on the excise on 
alcohol which he pays. Similarly they suggested a reduction in 
customs duty to benefit the agricultural labourer, and in connec- 
tion with landholders the general introduction of death duties, the 
taxation of agricultural incomes and increased efficiency in income- 
tax administration. In 1922 a committee was appointed to 
inquire into taxation in the Dominion of New Zealand, and in 
Australia a Royal Commission on Taxation submitted its report 
in five volumes during the same period. Since 1914 the develop- 
ment of the theory of taxable capacity has made enormous strides, 
and the question of the ability of various nations to bear their 
respective tax burdens is a very pressing one. 

The Increase in Taxation 

3. The growth of taxation has been due mainly to three factors : 
(1) Interest charges on war debts. The necessity for reducing 
this burden has led to further taxation. The War was financed 
mainly by borrowings, although in the United States, Great 
Britain, and Japan taxation was greatly increased to meet the 
usual peace budget and war interest charges from ordinary 
revenue. In view of Japan’s limited participation in the War 
no great effort of a fiscal nature was necessary, but Great Britain 
and the United States courageously appealed to the country to 
pay heavier taxes for a national cause. It was not difficult for 
Great Britain to increase her tax revenue, for she was rich and 
had a flexible income-tax system ready at hand. The United 
States of America increased her tax revenue by the imposition 
of new taxes such as the federal income tax as well as by the 
enhancement of the old. (2) The extension of the functions of the 
State, especially in regard to education and other social services ; 
and (3) the increase in the general level of prices. 

The increase in the tax revenue of the chief countries is seen 
in the detailed table No. XIII., App. This is given below in 
summary form. In this table statistics have been gone into very 
carefully, and include as far as possible central or federal, pro- 
vincial or state, as well as local taxation. Tax revenue only has 
been included, and not the total State revenue. It will be seen 
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that taxation has increased more than wholesale prices and the 
cost of living in all the countries. 


The Inchease of Taxation 


Country. 

Year. 

Percentage 
increase lu 
Taxation 
over 
1913-14 

Wholesale 

Prices 

(Official 

Index) 

J 913-1 

Cost of 
Living 
(Official 
Index). 

1 = 100 

United Kingdom 

1934-35 

234 

105 

141 

India 

1933-34 

84 

95 

100 

Canada 

1931-32 

214 

113 

143 

Australia .... 

1932-33 

328 

127 

119 

The Union of S. Africa 

1932-33 

93 ! 

89 

115 

United States 

1922-33 

307 

90 

130 

France 

1933 

860 ! 

81 

87 

Japan 

1931-32 

234 

116 

135 


Per Capita Taxation as an Index of the Burden 
OF Taxation 

4. The ^er capita taxation obtaining in various countries is one 
method of showing tax burdens, and is perhaps the commonest. 
It gives perhaps a better idea of the relative burdens than the 
volume of taxation itself,^ as the latter ignores the population 
over which the taxation is spread. At the same time inter- 
national comparisons require to be used with caution owing to 
differences in national wealth, financial systems, and social and 
economic structure of the countries compared. The standard of 
living varies so greatly in some cases, as between India and the 
United States, Japan and Great Britain, that per capita figures 
cannot be taken in themselves as affording a correct comparison 
of the burden or weight of taxation. Had it been possible to have 
the gross sales of goods at wholesale both in domestic and foreign 
trade it might have been possible to use the relation which taxa- 
tion bears to those sales. This, however, in the present state of 
statistical knowledge is impossible as most countries have no such 
details of their domestic trade. We are therefore driven back to 
weigh the relative tax burdens of peoples by putting their total 


1 Vide Table XIV., App. 
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Per Capita Taxation 


Country. 

Taxation per IJcad. 

Pre-War Year 1913-14. 

Year 

Post-War Year. 

All 

Taxation 

(Federal, 

State, 

Local). 

Excludin;? 

Local 

Taxation 

All 

Taxation 

(Federal, 

State, 

Local) 

Excluding 

Local 

Taxation 


£ s 

£ s. 


£ s. 

£ s. 

United Kingdom 

5 11 

11 

1934-:]5 

IS 17 

15 1 

India . 

0 5 

0 5 

nmcu 

0 9 

0 S 

.Canada 

5 9 

4 1 

19.31-32 

13 5 

7 17 

ilustralia . 

5 12 

4 14 

1932-33 

14 1 

11 9 

South Africa 

1 18 

1 14 

1932-33 

3 5 

3 2 

United States . 

4 () 

2 0 

1932-33 

21 7 

9 1 

France 

4 14 

3 7 

1933 

12 17 

10 5 

J apan . 

] 1 

0 14 

1931-32 

3 0 

1 13 

Germany U 

1 11 

1 11 

1930-31 

5 0 

5 0 


State and local not included. 


earnings, and wages, income, etc., from other sources into one of 
the scales, and into the opposite scale the amount of taxation plus 
the difference between the national income and this weight. In 
other words the 'per ca'pita income can be calculated. The pre- 
ceding table summarises the detailed table, and gives the taxation 
per head in the pre-War year including and excluding local taxa- 
tion, and also in the post- War year. In Germany and other 
countries State and local taxes have been included as well as 
federal and central. The United States (federal, state and local) 
leads with a per capita taxation of £21 : 7s. Great Britain comes 
next with £18: 17s. per head. Australia and Canada are more or 
less near to Great Britain. In the case of South Africa it is neces- 
sary to remember that a substantial portion of the tax revenue is 
paid by Europeans, while the African native and the Asiatic contri- 
bute very little in the form of taxation either direct or indirect to 
the Treasury, If due consideration is made for this the per ca'pita 
taxation in the Union of South Africa may be as much as other 
European countries. Of countries where statistics are available 
India wms the lowest with 9 shillings per head in 1933-34. Japan 
is the last but one with a per capita taxation of £3. When 
local taxation is excluded the order of these countries is affected 
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to some extent especially in tLe United States and federal coun- 
tries generally. 


Distribution of Direct and Indirect Taxation 

5. Another method of estimating the burden of taxation is to 
look to the distribution of taxation of direct and indirect taxes.^ 
The real burden cannot be discussed without examining what the 

Direct and Indirect Taxation 




Proportion of 


Countries 

Direct Taxes. 

Indirect Taxes. 


Pre-War. 

1913-1914 

Post-War. 

Pre-War. 

1913-1914 

Post-War. 

United Kingdom . 

India (Central and Pro- 

47 8 

56*4t 

52-2 

43-6t 

vmcial) .... 

Canada (Dominion and 

46 9 

36-4t 

53-1 

63-6f 

Pro\dnces) 

Australia (Commonwealth 

8-6 

40-8^ 

91-4 

59-8t 

and States) 

South Africa (Union and 

9-6 

31-7:1: 

90-4 

68-31 

Provinces) 

32-0 

56-8^ 

68-0 

43-2§ 

Japan 

28-4 

24-5t 

71-6 

75-5| 

France* 

39-5 

27-6 II 

60 5 

72-411 

Italy 

31-7 

27-Ot 

68-3 

73-01 

United States (Federal) 

11-0 

48-411 

89-0 

51-611 


* Pre-War year 1913. 1 1933-34 J 1931-32. § 1934-35. || 1932-33 


taxes are and in what proportion they are a definite burden upon 
individuals. This may seem a self-evident proposition, but in 
inquiries of this sort it is not always so obvious. What are the 
direct taxes and what are the indirect taxes, and what is the pro- 
portion of direct taxes such as those on income, successions, 
or inheritance, etc., to indirect taxes ? The preceding figures 
show the direct and indirect taxation before and after the War 
in the chief industrial countries. The figures have been com- 
piled with care from the budgets of these countries. Taxation 
figures only and not total revenue figures have, of course, been 
included. 


^ See also CKapter XVII. 
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Percentage of Taxation to National Income 
AS AN Index of the Burden of Taxation 

6. It is HOW recognised that the best method is to consider the 
proportion of the total national income of each country taken in 
taxation. This gets over much, but certainly not all, of the diffi- 
culty arising from diherences of wealth, population, social and 
economic conditions. This method of obtainmg an approximate 
idea of the ability of various countries to bear their respective tax 
burdens is not scientifically exact, for it should be remembered 
that poor countries like some of the Balkan States or Turkey 
would hnd it much more difficult to pay taxes amounting to 15 
or 20 per cent than a rich country would experience in paying 25, 
30, or more per cent. Moreover, one has also to consider other 
indications, such as the ability of a country to make payments 
abroad as France did in the early part of 1924 without producing 
chaos in exchange and in price-levels. To arrive at national in- 
come the value of the commodities produced and the services per- 
formed which are exchanged for money are totalled for a twelve- 
month. Care must be taken to avoid duplication as far as 
practicable in adding up wages, salaries, rents, profits, remunera- 
tion for risk, and all other services, etc., which in general contri- 
bute to the income of an individual. In Chapter XV. the question 
of calculating national income has already been discussed. It will 
be recalled that the services of those who are not engaged in 
material production are included, since these contribute to the 
national heap ”, and they have a claim upon produce or goods 
and services. Each one of us makes goods or performs services 
to sell, and it is this supply which represents the demand for the 
goods or services of others. The income which is obtained in a 
twelvemonth is the price received for the contribution to this 
heap or pond of goods and services in the same period, a heap 
or pond, as it were, which is ever changing. In calculating the 
national income we are not concerned with whether the income 
consists mostly of products from industry (as in Great Britain) or 
from agricultural produce (as in India and Hungary), or whether a 
considerable part of it is made up of the value of services. We 
evaluate all services in general exchange for money. It is true 
that duplication does in many cases arise, but with the progress of 
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statistics, especially in regard to the income tax in the present cen- 
tury, duplication is much less than hitherto. Interest on internal 
debt may form a part of the national income if we consider income 
from the standpoint of the Income Tax Commissioners. If, as 
defined above, income is the sum-total of goods and services, this 
interest cannot be said to be in the same sense part of the national 
income. It embodies no new services or commodities, but is a 
mere transference from one set of people to another. It is subject 
to taxation, and has been included for the present purpose of 
comparing the tax burdens of various countries. The two 
methods usually followed are : (1) to add, as we have seen, 
incomes of individuals, avoiding mere transferences as in the case 
of allowances to sons, doles to unemployed, and old-age pensions 
as paid in Great Britain ; and (2) to find the value of the com- 
modities produced and to supplement this wherever necessary. 
The former method is possible in advanced countries like Great 
Britain and the United States, while the latter is necessary in 
cases where income-tax statistics are not available in sufficient 
detail and comprehensiveness as in India. The income-tax 
statistics in the former case are supplemented by statistics of 
wages for incomes below the exemption limit. Stamp and 
Bowley in Great Britain and Helfferich in Germany have 
supplemented income-tax statistics in this way. Pupin in his 
book^ divides the national income into income from capital and 
income from work, and estimates each separately. Under income 
from work he includes statistics of wages and salaries. In using 
statistics of wages very great care must be taken in order to 
avoid large errors in the result, and therefore comprehensive 
wage statistics are necessary. Some writers, such as King,- arrive 
at national income by valuing the production of the country as 
well as by multiplying the book income of families by the number 
of families in the class and adding up the whole. Other writers, 
such as Thery,^ estimate from death-duty statistics the national 
income by calculating what is the principal income from the 
different classes of property. The transfers of property by death 
or by gift are reported for tax purposes, and these are assumed 
to be one-fourth of the national income. Other writers build 

^ La Bichesse de la France. 

2 The Wealth and Income of the People of the United States, 1922 (Macmillan, 
New York). 

3 La Fortune pubhque de la Fraiice, Paris, 1911. 
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up their estimates by an analysis of the total wages bill, the 
revenue from property, industrial and agricultural profits and 
earnings. It is also possible to check these estimates by various 
statistics, as, for instance, the total national savings (i.e. net 
investments in shares, debentures, securities, etc.), long-term 
savings, import figures, and the currency in circulation. It is, 
for example, estimated that the national income before the War 
in France was one-fifth of the imports, and from this it is assumed 
that the figures represent the same proportion to-day as they did 
before the War. Similarly with circulation which is known it 
is assumed that circulation bears to the income the same pro- 
portion now as it did before the War. These, however, are 
very rough checks and are not to be relied on in view of 
other scientific and more accurate estimates that are available. 
In regard to Germany, if Central Budget figures only are given, 
it must be remembered that the Central Budget since 1918 
carries sums formerly paid by the separate states of the Empire. 

The results in Table No. XVI. are summarised in the table 
below, which shows the tax revenue (not total revenue) in propor- 
tion to the total national income including and excluding local 


Taxation and National Income 



Proportion of Taxation to National Income in 

Country 

Pre-War Year 1913-14 


Post-War Year. 


All 

Taxation. 

Excluding 

Local 

Taxation. 

Year. 

All 

Taxation. 

Excluding 

Local 

Taxation. 

Great Britain and N. 
Ireland . 

11-4 

7-3 

1931-32 

25-6 

20-9 

India .... 

4-4 

4-0 

1932-33 

10*1 

9-0 

Canada 

lJ-0 

9*7 

1928 

9-7 

8-0 

Australia . 

10-4 

8-9 

1927-28 

15-2 

13*7 

United States . 

6*4 

2-9 

1932 

13-9 

7-2 

France 

13-8 

10-2 

1928 

20-9 

18*3 

Germany . 

10-5 


1925 

20'1 

13*7 

Japan . . . . * 

17-2 

12-G 

1925 

12-8 

10*2 

Italy .... 


8-6 

1927 

22-3 

18*9 


taxation. One lesson from the data is that Great Britain is not 
the only nation that is burdened with heavy taxation. In all 
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countries, except Canada and Japan, the proportion of taxation 
to national income has greatly increased during the post-War 
period as compared with the pre-War year, and in some 
cases, as for example, in Great Britain and Germany, it has 
been nearly double. The figure for India (10 per cent) will not 
surprise those w^ho have studied in detail the productive capacity 
of the country at the present time. The burden of taxation, as 
has been shown, depends also on the standard of living or the 
productive capacity of a country’s inhabitants, the method by 
which taxation is levied, the purpose for which taxation is used, 
and also the mentality of the people taxed. It should be remem- 
bered that over 70 per cent of the population in India and 60 per 
cent in Japan are engaged in agriculture. Agricultural countries 
cannot, and do not, produce the wealth of countries predominantly 
industrial. Progressive taxation is less burdensome to the low^er 
income groups than proportionate taxation on all incomes what- 
ever their size. Interest charges paid within the country are a 
mere transference of funds, and therefore do not constitute a heavy 
burden on the country as a whole. In an hour of patriotism more 
may be subscribed than in a generation of lethargy, and with less 
real effect on the population of the country. 

When one country’s taxation is compared wdth another or one 
portion of a country with that of another, there are some factors 
which may account for a higher burden of taxation. Among 
these may be mentioned area, density of population, cost of 
living, and the rate of wages. The cost of collection of land 
taxation may be high on account of the area covered by the staff 
collecting that revenue. Police expenditure and the administra- 
tion of justice depend, among other things, on the density of 
population. One part of a country may be more expensive to 
live in than another. Expenditure will be higher, and so the 
taxation to meet that expenditure. Where there are, as in a 
centre of industry, other employments available, wages may 
be high, with the result that expenditure and taxation on the 
part of the State may also be high. 

Broad Considerations and Conclusions 

7. The broad general conclusion to which we have come is that 
the burden of taxation can be measured within a country not 
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merely at any one fixed point of time but also at different periods. 
This may be done in several ways. The usual method is to divide 
the total tax revenue by the population paying that revenue and 
to use this 'per capita figure as a guide to the burden of taxation. 
Another method is to take specimen incomes and to work out the 
direct, the indirect, and total taxation paid on those incomes on 
the lines described above in connection with the calculation of the 
direct and indirect burden of British taxation. From this it is 
possible to obtain a percentage of income paid as taxation. This 
method supplements the first method. Before making com- 
parisons at different points of time in the same country we have 
to consider carefully the following points : (1) population and 
wealth ; (2) taxable capacity ; (3) the direction of public ex- 
penditures or, in other words, the way in which the proceeds of 
taxation were spent ; (4) the effect of direct and indirect taxes 
on trade ; (5) the existence or non-existence of internal and 
external debt, especially the latter, in the periods compared ; 
(6) the effect of taxation on saving in regard, for example, to the 
first of these points, population and wealth. The growth of 
wealth as compared with that of population must be studied in 
order to see the relative increase of wealth and population. In 
regard to the second of these — taxable capacity — we must see 
how the taxable capacity at one period compares with that of 
another. Was the taxable capacity in the former period less than 
in the latter ? How far was income tax better distributed ? 
Did it bear more heavily in one period than in another on small 
incomes ? AVas indirect taxation in both periods levied on the 
same articles such as necessaries, and were there changes in the 
taxation of income in these two periods ? On the third point, 
the largely increased expenditure on the social services at the 
present time has to be remembered. Not so many decades ago 
expenditure on the social services was relatively little, and a cen- 
tury ago was hardly represented at all. The effect of the taxa- 
tion on saving has also to be considered. Thus the Colwyn Com- 
mittee in its inquiry analyses the effect of taxation on saving, and 
concluded that “ Taxation in 1818 hardly touched the saving 
power of the wealthy ; in 1923 it imposed a distinct limitation 
upon it 

Valuable conclusions may be obtained in the measurement of 
tax burdens within a country by the careful handling of statistics, 
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especially those referred to above. It is quite possible to obtain 
data which when read in the light of other data all point in the 
same direction. The result of such an inquiry amply repays the 
trouble spent in collecting the data. Some of the most valuable 
conclusions of committees on taxation are those connected with 
the burden of taxation. It is important that taxation should be 
spread over the population and not confined merely to a small 
section of it. A great majority contribute to taxation in an un- 
obtrusive w^ay through indirect taxation. It was for this reason 
that the Committee on National Debt and Taxation in considering 
the fact that indirect taxes w^ere vnapt up in price said that it 
would be better if the great body of citizens were more conscious 
of the taxes which they paid as this would prevent wasteful ex- 
penditure especially at a time when some expensive policy was 
under consideration. It reached the general conclusion that the 
post- War taxes had not reduced the average or general standard 
of living of the working classes as compared with the pre-War. 
They made no doubt that customs and excise duties effected the 
purchasing power of people with small incomes, and that the 
burden of direct taxation was less crushing than is frequently 
represented. The burden of direct taxation, while we do not wish 
to belittle it, is less crushing than is frequently represented. It 
does not, with trivial exceptions, enter directly into prices, and 
its indirect efiects are not such as substantially to affect the 
general price-level. It has a materially adverse effect on savings, 
but this does not hold good, so far as the receipts are applied to 
payments, on account of the internal debt. Again, it has widely 
diffused psychological effects, and has been responsible for a good 
deal of discouragement, while trade has been suffering from long- 
drawn-out depression due to wider causes ; on the other hand, 
some of the psychological effects have been actually beneficial. 
In our opinion the present taxation — even in conjunction with the 
loss of material wealth due to war expenditure, which lies behind 
the National Debt — is not one of the main causes of industrial 
difficulty. Causes other than taxation lie outside our province, 
but, in their very wide range, have been under the consideration 
of the Committee on Industry and Trade. For an analysis 
of the serious difficulties of our export trade due to one set 
of causes — conditions prevailing in various markets abroad — 
we may refer to the Committee's introduction to their Survey 
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of Overseas Markets (1925). The overseas conditions dealt 
with cover the decline of purchasing power, the shoHage-of 
capital, the growth of local manufacture, etc. So far as taxa-- 
tion is concerned, we think that, if general conditions improve 
and times become more prosperous, the burden will be carried 
with comparative ease. 

These conclusions show, in short, the value of inquiries into 
the burden of taxation in a country at a definite point of time and 
also as compared with previous periods. 

In regard to the international comparisons of the tax burden 
in one country with that in another the problem is far less easy, 
but is not insurmountable. Various committees of inquiry 
have, as we have seen, been disinclined to publish from time 
to time any definite indices, but have without doubt used 
such indices in order to come to conclusions such as the 
Colwyn Committee did when it stated definitely that The 
burden of taxation was heavier in Great Britain than in 
any other European country and much heavier than in the 
United States There are, necessarily, difficult problems 
among which are : (1) The amount of tax revenue levied 
in each country ; (2) the calculation of the proportion of the 
tax revenue per head of population which the tax revenue 
bears to the national income. These issues seem simple ones, 
but they are complicated owing to the data of tax revenue 
and national income being different in different countries and, 
therefore, comparable only with difficulty ; (3) the nature of 
governmental expenditure with special reference to its productive- 
ness in each country with which comparison is made ; (4) the 
relation between national and local finance, and in federal 
constitutions between national, state, and local finance ; (5) the 
social conditions and standards of living in the countries compared. 
One of the main reasons of the success of Japan in the world 
markets at the present time is its low costs of production in 
industry, which are very largely due to the plain and cheap living 
of the Japanese worker whose staple food is rice. An eater of beef 
cannot challenge him in respect of the low cost of living. Climate, 
too, has an effect on the standard of comfort which is sometimes 
overlooked. There are, in addition, other difficulties regarding 
(6) the comparative distribution of income and of wealth, (7) the 
incidence of the various taxes in the tax systems compared in 
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relation to the distribution of income and wealth in the countries 
compared ; (8) the general nature of the industries of each 
country with special reference to the relative demand for capital 
equipment ; and (9) how far public utilities run by manufactures 
or national concerns are run for profit [i.e. in addition to taxation) 
or at a loss {i.e. in remission of taxation). There is, too, (10) the 
element of psychology. It is quite possible that if we could 
measure the majority or even all of these factors set out above 
(factors 1 to 8), that notwithstanding a larger burden in one 
country this might be upset by the psychology of the people in 
the other country with which comparison is made. Let us assume 
that in Japan the burden of taxation was 10 per cent or even 20 
per cent higher than in Russia, it is by no means certain that Japan 
would be placed at a disadvantage owing to the thrift, enterprise, 
and patriotism of her population, especially in times of stress. 
The attitude of Japan in the face of earthquakes, which are not 
infrequent, is an illustration of the attitude of mind which can 
bear burdens with unusual cheerfulness. The trained mind in 
reading comparative statistics of the burden of taxation finds these 
useful, as he has to weigh up several factors and to make mental 
reservations before coming to definite conclusions regarding the 
weight of taxation in the countries in regard to which comparison 
is made. 

Lastly, the percentage weight of taxation that can be borne 
varies with circumstances. No definite percentage can be laid 
down as has been done, especially by some German writers of last 
century. It will depend on circumstances. The Hindu law-giver, 
Manu, said that an eighth, a sixth, or a twelfth of the grain may 
be taken by the Government (the King) but, adds the commen- 
tator Culluca, this is to be determined by the difference of the soil 
and the labour necessary to cultivate it ; a fiftieth of the annual 
addition to capital stock, cattle, gold and silver gems may also be 
taken. Manu wisely sees there can be no hard and fixed amount. 
'' A military king, who takes even one-fourth part of the crops of 
his realm at a time of urgent necessity, as of war or invasion, and 
protects his people to the utmost of his power commits no sin.” 
The tax on merchants which in times of prosperity was to be a 
twelfth of their crops and one-fiftieth of personal profits may be 
in times of distress raised to an eighth or a sixth or even one-fourth 
in great public adversity. The principle underlying Mann's 
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common sense will be appreciated since it was written so many 
centuries before the technique of tax burdens was ever considered. 
Tax burdens, it is universally realised, depend on many factors, 
and in a far greater degree than was ever dreamt of in the philo- 
sophy of this Hindu law-giver. 



CHAPTER XXX 


NON-TAX REVENUE 

1. Ill Chapter XIIL revenue was classified under two major heads, 
tax revenue and non-tax revenue. This chapter deals with non- 
tax revenue and comprises what is usually known in financial 
literature as the public domain-lands and forests, and the industrial 
domain, which includes public undertakings such as irrigation 
works, railways, posts and telegraphs, and in countries where 
state or national banks are in existence sta-te banking. The 
national and state banks in the United States and the central 
Bank of Russia, which is a State bank with State capital, are 
examples. The industrial domain includes also those public 
undertakings belonging to municipalities and other local 
authorities, the revenue from which is one of the most marked 
features in modern public finance. It is safe to prophesy that 
in the countries of chief industrial importance in the next few 
decades the revenue from these public utility companies will be 
a very important source of public revenues. The public domain 
in some countries, as we have seen in Chapter XIII., has almost 
vanished. The King no longer is the possessor of large areas of 
lands and forests as was the case many centuries ago in Great 
Britain. Public revenue to-day is chiefly from posts and tele- 
graphs and other national utility services, as for example, rail- 
ways in Germany and India and irrigation works in India and 
Egypt. There is a striking difierence in the comparatively small 
percentage of non-tax revenue in those countries where there are 
no large utilities such as the railways and irrigation works of India. 
The non-tax revenue of Great Britain was 12'4 per cent in 1933-34 
as compared with 37*6 per cent in the case of British India. The 
following table shows the percentage of non-tax revenue to total 
ordinary revenue in certain leading countries : 

708 
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Country.* 

Year. 

Percentage of 
Xon-tax Ivevenue 
to Total Ordinary 
Pevenue. 

Great Britain . 

1933-34 

2-4 

Canadaf .... 

1933-34 

24-2 

Australiat 

1933-34 

4 6 

South Africaf . 

1933-34 

30 7 

India . . 

1933-34 

374) 

United Statesf 

1932-33 

3(vl 

France .... 

1934 

27-2 

Italy 

1933-34 

5-1 

Japan .... 

1933-34 

35-3 


* The percentages do not include (Jovernment monopolies, such as those in France, 
Italy, India, and Japan. 

t Federal or central and state or provincial. 

In the revenue accounts or Exchequer receipts of Great Britain 
the non-tax revenue includes receipts from the postal, telegraph, 
and telephone services, from crown lands, from interest on Suez 
Canal shares, etc., and administrative receipts by civil depart- 
ments. The receipts are either ordinary or special. The special 
receipts were mainly from the sale of War assets and from repara- 
tions. Thus in 1922-23 the Disposals and Liquidation Commis- 
sion paid to the Exchequer nearly £17 millions for the sale of 
surplus Government property and £10 millions for the sale of raw 
material. The Treasury also realised £14J millions, which in- 
cluded £6 millions for repayments connected with advances in 
respect of premoratorium bills, £1,388,400 of gold salved from the 
Laurentic, £4| millions for receipts under the German Eeparation 
(Eecovery) Act, 1921, and £2,300,000 received in cash from the 
Eeparation Commission. In India about two-thirds of the cen- 
tral and provincial receipts combined are tax revenue, and the 
remainder is income from Government undertakings, such as 
railways, irrigation, other public works, posts and telegraphs, 
forests, the mints at Calcutta and Bombay, receipts in connection 
with civil departments, and interest on loans. The revenue from 
these heads is given in the table on p: 710. 

In the United States ordinary federal receipts in 1935 were 
budgeted at $3975 millions, of which $176 millions or 4-4 per 
cent were non-tax. Postal revenues are excluded from these 
ordinary receipts. The French Budget amounted in 1932 to 
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Xon-tax Beveniie. 

Percentage to Total Revenue. 



1871-72. 

1901-2. 

Pre-War 

Year, 

1913-14. 

1921-22. 

1932-33 

1933-34. 

Government or public 
undertakings . 

5-0 

27-5 

34-3 

22-9 

30-5 

30-2 

Receipts from social 
services 


0-3 

0-4 

0-4 

0-8 

0-9 

Others (including in- 
terest on loans) 

5-6 

4-6 

4-9 

10-0 

4-8 

6-5 

Total . 

10*6 

32-4 

39-6 

33-3 

36-1 

37-6 


Fr. 41,101 millions, of wLicli State domains yielded Fr. 351 millions, 
posts Fr. 2806 millions, and miscellaneous non-tax Fr. 1 638 
millions. TLe Italian Budget estimates for 1932-33 show, out of 
a revenue of over 193,246 million lire, only about 14 per cent as 
non-tax revenue. The Swedish Budget includes as non-tax 
revenue receipts from posts and telegraphs, waterfall works, 
railways, domains, interest on shares in certain companies, e.g. the 
Swedish Tobacco Monopoly Co., Ltd., the Central Liquor Co., 
Ltd., and also a share in the profits of the Bank of Sweden. 
Similarly Holland includes the revenue derived from domains, 
State railways, the sum paid by the East Indies as interest and 
sinking fund for public debt, and the share in the profits of the 
Bank of the Netherlands, as well as certain other miscellaneous 
receipts. Japan in 1932, out of an ordinary revenue of 1477 
million yen, budgeted for 719 million yen from taxation, and of 
the remainder (non-tax revenue) over 460 million yen was from 
pubhc undertakings and State property. 

2. It will be seen that in modern governments State enterprise 
and domains are not a neghgible source of revenue. The import- 
ance difiers from country to country and according to local con- 
ditions. The State as a capitahst and entrepreneur is, usually, 
at no small disadvantage, but it is the fashion from the time of 
Adam Smith to exaggerate its incapacity to conduct industrial 
enterprise. “No two characters’’, wrote Adam Smith ^ in 1776, 
“ seem more inconsistent than those of trader and sovereign. If 
the trading spirit of the English East India Company renders 

^ The Wealth of Nations, Bk. V. ch. ii. parfc i. 
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them very bad sovereigns, the spirit of sovereignty seems to have 
rendered them equally bad traders. While they were traders 
only, they managed their trade successfully, and were able to 
pay from their profits a moderate dividend to the proprietors of 
their stock. Since they became sovereigns, with a revenue 
which, it is said, was originally more than three millions sterling, 
they have been obliged to beg the extraordinary assistance of 
Government in order to avoid immediate bankruptcy. In their 
former situation their servants in India considered themselves 
as the clerks of merchants ; in their present situation those 
servants consider themselves as the ministers of sovereigns.” 
While he realised the advantages of State banks as a source of 
revenue, he wrote, “ The orderly, vigilant, and parsimonious 
administration of such aristocracies as those of Venice and 
Amsterdam, is extremely proper, it appears from experience, for 
the management of a mercantile jmoject of this kind. But 
whether such a Government as that of England, which, whatever 
may be its virtues, has never been famous for good economy; 
which, in time of peace, has generally conducted itself with the 
slothful and negligent profusion that is perhaps natural to 
monarchies ; and in time of war has constantly acted with all the 
thoughtless extravagance that democracies are apt to fall into, 
could be safely trusted with the management of such a project, 
must at least be a good deal more doubtful,” and he adds, with 
reference to the post office, that “ it is perhaps the only mercantile 
project which has been successfully managed by, I believe, every 
sort of Government. The capital to be advanced is not very 
considerable. There is no mystery in the business. The returns 
are not only certain, but immediate.” ^ 

Some of the reasons why the author of The Wealth of Nations 
supports Government’s management of the post office would 
equally well apply to other activities which modern States now 
undertake. The example of India in the sphere of irrigation, 
railways, and forests, of Egypt in irrigation, of Japan, France, 
Italy, and Germany in regard to monopolies, not to mention the 
remarkably successful administration before the War of railways 
in Prussia, may be instanced. An efficient corps of officials, 
like that of Prussia, is certainly not unknown in other countries of 
the world. The spread of education of a high type and the growth 
^ Op. cit., idem. Caiman edit. vol. ii, p. 303. 
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of the influence of universities with old traditions are having an 
incalculable eflect on the younger men of all the chief industrial 
countries. Men of sterling character, able to produce as civil 
servants work of meticulous accuracy and finish, are the products 
of our schools and universities. The experience, therefore, of 
State enterprise in the twentieth century is on the whole against 
the disparaging criticisms of Adam Smith.^ It is, as we shall see, 
frequently necessary, on political and on economic grounds, for 
public authorities to undertake functions of an industrial and 
commercial nature. It is not always the case that production 
suflers from pubbc ownership. Indeed it was urged before the 
British Coal Commission of 1919 that nationalisation of the coal 
mines would lead to increased production. 

The Public Domain — Land and Forests 

3. In the early history of modern States the royal domain 
was the basis of the public revenue. With the growth of time 
and the progress of society land as a source of revenue declines. 
When, for example, William the Conqueror arrived from Nor- 
mandy he found that the Anglo-Saxon kings had enjoyed 
great landed possessions, and flocks and herds. They had 
possessed rude castles, jewels, and richly embroidered robes of 
state. They had had a royal hoard kept in the king’s castle, 
where there were leather bags filled with the roughly minted 
silver coins of the time.” ^ The Norman kings claimed the royal 
demesne with the forests, the land held by the rural tenants 
and the holdings of urban tenants in cities and boroughs founded 
on foUdands, from which the sheriffs collected rents. With 
successful wars the royal lands grew. They grew too through 
resumption by the king. They decreased mainly through ex- 
pensive wars, which had to be financed, and through their 
bestowal on favourites. Thorold Pogers mentions how in the 
fifteenth century, in England, land belonging to the Crown was 
squandered away. In France the king similarly lost his estates, 
but here a large amount fell into the possession of the communes. 

^ Cf. Leroy-Beaulieu, Traite de la science des finances, ch. ii. (De Fim- 
portance des revenus de Fetat moderne considere comme propri6taire ou 
capitaliste et comme industriel) ; also chapters iii.-vi. Paris (Guillaumin), 1879. 

^ Fisk, English Public Finance, New York (Bankers’ Trust Company 
Publications), 1920. 
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Space will not permit an account of the continual alienation 
and resumption of the State lands in Western Europe as, for 
example, during the period of the Tudors and the Stuarts. 
During the reign of William and Mary the royal domain greatly 
decreased. “ At the end of William’s reign ”, as Sir Erskine 
May puts it, “ Parliament having obtained accoimts of the state 
of the land revenues, found that they had been reduced by 
grants, alienations, incumbrances, reversions, and pensions, until 
they scarcely exceeded the rent-roll of a squire.” It was from 
this time impossible to look to anything but taxation for the 
carrying on of the State. To-day State lands are, as in Prance, 
Italy, and Spain, of little importance from the revenue point 
of view. In the most recent budgets available the percentage 
of ordinary revenue from State domains is 1*3 per cent in Great 
Britain, 0*9 per cent in France, 0*1 per cent in Italy, and 0‘9 
per cent in Sj^ain. In Russia before the Revolution of 1917 
there were very large State domains and forests. There were 
also large estates held by private individuals. By the Con- 
stitution of 19th July 1918 ’ private property in land is no 
longer permitted. Land, forests, mines, factories, and railways 
are national property. The new economic policy ” (March 
1921) has modified the law and permitted the leasing of national' 
ised industries, and the concentration of State control on the 
most important of the nationalised enterprises. No up-to-date 
financial statistics are available to show the effect of this policy 
on non - tax revenue, especially on landed estates including 
forests. 

In India the State possesses in theory, except in the per- 
manently settled tracts, a right to the land. It has never 
given up this right, a right inherited long before the days 
of pre- British rule. We have, however, dealt with this in 
Chapter XX. on land taxation. The system of assessment and 
of collection has already been described. Under the new Con- 
stitution land revenue is a provincial (and not a Central) head 
of revenue. In the financial year ended 1929, land revenue was 
Rs.33 crores (£25 millions) or 34 per cent of the total ])rovincial 
revenue of the various Governments. Forest revenue, also a 
provincial head of revenue, was R.s.6 crores (£4 millions) or 0 per 
cent of the total provincial revenues. Of this about one-third 
1 Amended 1919-22. 
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was from one province only, viz. Burma. The total forest 
area in India covers more than a quarter of a million square 
miles, and only about 99,000 square miles of this has been 
brought under regular scientific management. It is often for- 
gotten how much wealth proper afforestation brings to a country. 
Next to the discovery of root crops by which live stock was 
kept over the winter, and not killed off, nothing has brought 
such an accession of wnalth to Scotland as the afforestation, 
especially of the eighteenth century. Deforestation in India 
had probably been going on for hundreds of years, until, in the 
nineteenth century, a Forest Department was set up. By the 
destruction of trees water is no longer stored and doled out 
gradually, with the result that the vegetation and surface soil 
are swept away. On the other hand, the absence of wood for 
fuel has resulted in animal dung being burnt as fuel instead of 
being used as manure to fertilise the land. 

In new countries where capital and labour are scarce, land 
is sold by the State as an incentive to immigration. These 
lands if sold should, as Wakefield pointed out in the thirties of 
last century, not be granted promiscuously but sold at an 
adequate price and in a regular fashion, and the proceeds should 
go to assist further immigration.^ The interests of the settlers 
in the United States, Australia, New Zealand, as well as in 
Canada, were those which shaped land policy in these countries 
during the nineteenth century. In the United States as early 
as 1775, one year before the publication of The Wealth of Nations, 
it was decided by wise statesmen to set aside part of this great 
source of wealth for the development of education. In each 
township Section No. 16 {i.e. 640 acres or one-thirty-sixth 
of the area) was reserved for the support of schools. From 
1848 Section No. 36 was also granted for public (or high) school 
purposes. Thus one - eighteenth of the area of each town- 
ship in every state of the Union was reserved for education. 
In 1787 it was provided that not less than two townships of 
land were to be granted in each state for the support of a State 
University by the Federal Government, and in 1866 for agri- 
cultural and industrial education an amount equal to 30,000 
acres for each senator and representative was granted to each 

1 House of Commons Paper 612, 1836; cf. Mill, Principles, V. xi. § 14: 
cf. Wakefield’s England and America (1833). 
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state, and it is on tkis that agricultural colleges largely depend 
for their funds. No Federal Government could have tried to 
do its duty more fully than that of the United States in this 
respect, but this is not to be wondered at in view of the great 
names like those of Thomas Jefferson, John Adams, and George 
Washington, associated with the early history of this great 
Republic. The sales of land in the Federal Budget of the 
United States are credited as income, and in 1926 and 1927 were 
only §1,375,000 out of $8091 millions of ordinary receipts. 

The Public Domain in Commerce and Industry 

4. Another class of non-tax revenue is that which is derived 
from the commercial and industrial activities of the State. 
Some miters term this branch the industrial domain, but 
this hardly covers activities outside industries, such as trans- 
portation. Leroy-Beaulieu ^ more appositely, though not quite 
correctly, calls this '' the industrial and financial domain of the 
State ”, since it covers, for example, the profits accruing to a 
State which possesses a State bank. "The public domain in 
commerce and industry includes mines ; factories {e.g. arsenals) 
which are not primarily for revenue purposes ; public works, 
such as irrigation, drainage, water and lighting, and posts, 
telegraphs and telephones, roads, canals, and railways. 

5. From early times mines have been public property, as, for 
example, the silver mines of Laurium in Athenian history, and 
gold, silver, and salt mines in the history of Rome, gold and silver 
being worked directly by the State slaves. Until 1688 in England 
all mines yielding gold or silver were the property of the Crown. 
In the fourteenth and fifteenth centuries charters were granted 
to prospectors to enter upon private lands to search for ores. 
The rights of the lords or seigneurs were respected to the extent 
that the mining charters prohibited without a licence from the 
overlords mining under houses, sometimes under arable lands and 
meadows. A double royalty was thus imposed. In the time of 
Edward IV. a lease of copper mines reserved a royalty of one- 
eighth to the king and one-sixteenth to the landlords. In 

^ De la science des jinanceSy ch. vi. p. 93, “ L’lRat a quolquefoie ua 
domaine industriel et meme un domaine financier, par exemple des participa- 
tions dans des banques on meme un portefeiiillo do valeurw niobilieres. La 
Prusse est le plus frappant exemple de cette organisation.” 
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1688 1 a great change took place in the law. An act was passed 
that no mine of copper, tin, iron, or lead shall hereafter be adjudged, 
reputed, or taken to be a royal mine although gold or silver may 
be extracted out of same. By an act of 1693 - the act of 1688 was 
modified, the Crown being given the right of pre-emption of the 
metal at such price as would represent its fair value in the absence 
of royal metals. In the case of a mine worked for gold the pre- 
rogative of the Crown was, it is interesting to note, confirmed bv 
the Court of Appeal in England as late as 1891. Roscher points 
out that in Germany there was a system of free mining, where the 
land could be opened up notvfithstanding a protest from the 
landowner if royalties were paid to the State. In some countries 
much of the mineral wealth was held to be public property. 
Prussia is a case in point. 

The position to-day in most countries is for mines to be 
handed over to private enterprise for development as far as pos- 
sible, including those which possess a natural monopoly. There 
is a great deal in what Adams says regarding financial policy 
and mines. Mines ”, he points out, “ that are widely spread 
and easily discovered may be treated like the property of ordinary 
industries. No special financial policy is required for minerals 
like coal, iron, or salt. Mines, on the other hand, which form the 
basis of a natural monopoly should be handed over to private 
enterprise for development, but they should, at the same 
time, be recognised as a fit object for special and peculiar 
taxation.” ^ 

6. States have sometimes to undertake the manufacture of 
goods when this cannot be satisfactorily done within the country 
itseh. In India, for example, there are arsenals which manu- 
facture munitions. Army clothing, however, is manufactured 
by private firms, such as those in Bombay and Cawnpore, 
and purchased by the Army Department. In some countries 
the State itself manufactures the goods, as it believes, usually 
wrongly, that private contractors are unable to undertake the 
work without imdue costs in regard to supervision. Where 
industry is unable to meet the wants of the State it is necessary 
to keep these State concerns going. They have the advantage of 
sometimes preventing prices from rising, but public authorities 

^ 1 Will, and M. c. 30. 2 5 ^vill, and M. c. G. 

^ Science of Finarice, p. 239 (New York : Henry Holt and Company). 
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should not undertake such industries, except in the earlier stages 
of development, and then mainly for experimental purposes, and 
also where the establishment of a monopoly is ostensibly advan- 
tageous. An important point in such concerns is the keeping of 
strictly commercial accounts. Interest should be paid on capital. 
Provision should also be made for depreciation of machinery and 
plant, for a pension fund, rents for land, and income tax in order 
to arrive at the true net profit. State concerns sometimes show 
a surplus, but the point is how much of this is really profit ? 
The fact that State enterprise is carried on at a loss does not 
necessarily prove that it should not be undertaken. It may be 
desirable that certain ser\dces should be performed by Govern- 
ment even at less than cost price, as, for example, the manufacture 
of vaccine or serum. 

The cost of Government monopolies has been discussed in a 
previous chapter, since they are best treated as a part of revenue 
raised by taxation. Municipal trading nowadays undertakes 
the supply of water, drainage, and frequently lighting. Thus in 
the city of Bombay, with a population of 1,200,000, the Municipal 
Corporation undertakes the heavy task of water supply and 
drainage, while a company undertakes the supply of electricity 
and electric tramways. In most countries, while the munici- 
palities supply water and provide for the disposal of sewage, 
the question of lighting is not uniform. In brief, the position of 
public authorities — federal, State, or provincial or local — deserves 
in the domain of commerce and industry the most constant watch- 
ing. Only occasionally are real profits made, i.e. sums paid in relief 
of the rates in local finance or taxation in State or federal 
finance. 

7. A not unimportant item of revenue in some countries is 
irrigation. The returns on irrigation in India, for example, have 
been very satisfactory. At the present time the total length of 
canals and distributaries in operation in British India amounts to 
75,000 miles, irrigating an area of 29*75 million acres or 12*5 per 
cent of the entire cropped area. The total value of the crops raised 
on the irrigated area during the years 1921-22 to 1925-26 was on 
the average one and a half times the total capital expenditure on 
works. The total capital outlay on irrigation works in 1932-33 
was £109,500,000 and the net revenue was £9,325,000, so that 
the net return on capital was 5*35 per cent. Many of these 
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irrigation works yield a much higher return, of course, than 7 
or 8 per cent. This is the average of all the works. In Sind the 
Sukkur Barrage Project, designed as the biggest hrigation works 
in the world, irrigates an additional five million acres. Two- 
fifths of the irrigation revenue is derived from the Punjab, where 
there is also a large scheme called the Sutlej Valley Project in 
progress. This when completed will irrigate the area of more 
than five million acres. The importance of the scheme can be 
seen from the fact that 3*75 million acres of desert now waste 
will be brought under cultivation. When works now in progress 
are completed it is estimated that a total area of 50 million acres 
will be irrigated by Government works. 

8. Of those concerns yielding a revenue to the State, post 
ofiices, telegraphs, telephones, canals, tramways, and railways 
are examples. Almost without exception the post ofiice has been 
regarded since Adam Smith’s time as suitable for public manage- 
ment. In its early history it was in the hands of private indi- 
viduals or privileged bodies, such as the messengers of the Univer- 
sity of Paris. In view of the influence of the post office on other 
countries it will be necessary to examine its history in some detail. 
About the middle of the sixteenth century foreign merchants 
instituted a service to the Continent, which subsequently, owing 
to disputes among them, was placed under Government control. 
In 1635 it was possible to send private letters by the posts within 
Great Britain, and a monopoly on existing postal routes was 
proclaimed and made effective by cheap rates. For a single- 
sheet letter the charge was 2d. for 80 miles or less and 4d. up to 
140 miles. Over 140 miles 6d. was charged, and 8d. to Scotland. 
From 1644 to 1650 Edmund Prideaux was postmaster and worked 
at his own cost, the postage for letters being his receipts. In 
1650 he paid Government a rent of £5000 a year. In 1653 he 
ceased to be a postmaster, and the office was farmed for £10,000 
a year. The profits from postage alone were estimated at from 
£14,000 to £20,000. In 1657 the first Act of Parliament regulating 
the post office was passed, reducing the rate beyond 80 miles to 3d. 
for England and 4d. for Scotland. From 1660 the post office was 
farmed for £21,500, and in 1663 the revenues of the post ofiice 
were assigned to the Duke of York. In 1677 the Duke of York 
himself took the management into his own hands, and in 1685, 
on his accession, it became a part of the personal revenues of the 
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Sovereign, valued at £65,000. From 1720 Ralph Allen of Bath, 
the precursor of Rowland Hill, developed a system of cross-country 
posts between the six main post-roads. A daily post on many of 
the main lines was also introduced by him. In 1761 his account 
showed a profit of £12,000. In 1837 the privilege enjoyed by 
Members of both Houses of Parliament of franking, which led to 
so much abuse, was discontinued through the efforts of Rowland 
Hill. As one noble lord vnote : “ The loss of consequence from 
ceasing to be able to frank a letter for a lady or, in travelling, for 
the waiter at an inn, gave great disgust to many members of 
both Houses, and made some of them openly declare that there 
was no longer any use in being in Parliament It is estimated 
that as many as 5 million letters a year were franked by Members 
of both Houses of Parliament, not to mention miscellaneous 
packages of various sizes. In 1840 Rowland Hill’s plan of a penny 
postage was introduced after much difficulty, together with pre- 
payment by means of stamps. The postmen had no longer to 
collect on each letter the postage on delivery, an expensive 
business, since it is the collection and distribution of letters that 
run up the cost. With this reduction of cost there was an 
improvement in delivery. France adopted in 1848 a lower 
postage, which was doubtless brought about by the reforms 
begun by Rowland Hill, and, as in England, this produced at first 
a decline in gross revenue. 

In recent years the work of the post office has increased, but 
in most countries one is struck by the revenue produced. To-day 
almost all countries follow the principle of charging according to 
what the traffic will bear. The charge is not according to the 
distance or the nature of the letter, but according to the weight 
of the letter. In addition to the fact that rates are irrespective 
of distance, there are also other peculiarities regarding postal 
charges, viz. (1) the rates are low and (2) vary according to the 
classification of packages. This latter point may be said to 
protect the post office from being deluged with articles too large 
to handle with ease. The post office also remits sums of money 
in small amounts by telegraph as well as by post. The remittance 
by post is in some countries of considerable importance ; the 
remittances by money order in the case of India in 1927-28 being 
39 millions in number valued at Rs.95 crores. There are also 
^ Sydney Buxton, Finance and Politics, vol. i. p. 1404. 
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other functions of post offices, e.g. (I) the granting of postal life 
insurance policies, (2) savings banks, (3) the sale of cash certifi- 
cates, (4) the collection of articles sent by post, (5) the sale of 
quinine, and (6) in some countries the payment of small pensions 
which is effected through post offices. In certain countries the 
postal receipts are not included in the ordinary budget but form 
a separate autonomous fund. In Germany, for example, since 
March 1924 the postal and telegraph services form an autonomous 
undertaking holding its own assets and liabilities. Of the current 
revenues 0-8 per cent is paid into a reserve fund till it rises to 100 
million marks, when the whole surplus will accrue to the Treasury. 
The postal, telegraph, and telephone services in Italy form an auto- 
nomous undertaking from 1925-26. Similarly in New Zealand 
receipts from posts and telegraph are paid into a separate account 
since April 1928. Telegraphs, telephones, and wireless are the 
usual functions now closely allied wdth postal services. The tele- 
graph was used in England as early as 1837, and in 1847 to trans- 
mit the Queen’s speech to the provinces. By 1868 telegraphs had 
extended all over England. 

The question is frequently raised whether the post office 
should be expected to produce a considerable revenue to the 
State or whether it should simply pay its way. In most countries 
the monopoly does not yield much revenue to the State, as will 
be seen below. 

American writers, notably Adams, hold that “ the aggregate 
of receipts must cover the aggregate of cost ; but in the attain- 
ment of this result greater regard should be had to volume of 
service rendered than to the charge upon the unit of service 
While much is to be said for the American point of view, there is 
the necessity of seeing that there is certainly no loss, and in this 
particular we refer to the necessity of regarding the post office, 
including telegraphs and telephones, as a running concern. There 
is undoubtedly a considerable amoimt of capital sunk in the 
undertaking for which a business concern would charge interest 
and depreciation before showing profit. Any charge beyond a 
small claim would be in the nature of taxation. For telegraphs a 
very high purchase price for the concern has been paid in many 
countries ; and this, together with the desire on the part of the 
public to have low telegraph rates, has militated against sue- 
^ Science of Fmancey p. 279. 
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cessful financial results. As in tlie case of municipal enterprise 
commercial accounting must be followed, and debt charges, both 
for sinking fund as well as interest, should be deducted from the 
gross receipts in order to arrive at the net income or profit. The 
following table shows the net revenue of the postal, telegraph, and 
telephone services in certain chief countries ; 


Net Revenue of Postal, Telegraph, and Telephone Services 


Country. 

Y ear. 

Post 

Office. 

Tele- 

graphs 

Tele- 

phones. 

Total. 

United Kingdom (million £) 

1928-29 

9-2 

-0*8 

0-6 

9-0 

India (Rs. lakhs) 

1928-29 




7* 

Canada (million $) . . ' 

1926-27 




- 2 

Australia (million £) . 

1927-28 




-0-1 

South Africa (million £) 

1925-26 




0-7 

France (million francs) 

1929 




44-5 

Switzerland 

1928 

7-3 

2-7 


10 0 


Note - indicates deficit. * Posts and telegraphs alone. 


In Great Britam, for example, the old age and similar pensions 
are paid through the post office. The pensioner is provided with 
a bound book of orders, showing the date of payment and the 
amount of the pension. The order is presented to the post olfice 
by the pensioner or his agent in case of sickness and the paid 
orders are kept by the post office as vouchers. Nearly 2,000,000 
pensioners are included in the scheme. Besides this, war pensions 
which amount to more than £50 millions are paid through the post 
office. The postal cheque system, which is the recognised feature 
of French finance, has been more prominent during recent years. 
There are at present about 370,000 depositors, and about 
161,000,000,000 francs are annually paid into postal cheque 
accounts. 


Railways 

9. The next group after posts, telegraphs, and telephones is 
roads, canals, tramways, and railways. The maintenance of 
roads is usually undertaken by local authorities, except in the case 
of the main arteries, which sometimes are paid for wholly or 
partially by the State or central authorities. Tolls, however, are 
now regarded as antiquated and cannot be considered to be 
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a revenue-producing agency. The cost of upkeep with the great 
development of motoring is nowadays very great, and forms a 
large item of expenditure of local authorities in Great Britain. 
Canals, largely owing to the growth of railways, do not now, with 
rare exceptions, yield much, if any, revenue. There are, it is true, 
certain canals of importance, even at the present time. The 
Suez Canal, 100 miles in length and built in 1869 at a cost of 
nearly £30 millions, produces revenue to the British Government 
and other shareholders. The income during 1928-29 was £28*1 
millions to the British Exchequer. The Manchester Shipping 
Canal (which cost approximately half the Suez Canal) was open to 
traffic in 1894, and for the year ending December 1922 the revenue 
was £792,800 on a paid-up capital of £17,423,000 or 4*6 per cent. 
The total length of canals in England and Wales is 3641 miles and 
184 miles in Scotland. On the whole they do not pay their w^ay, 
and this is not peculiar to Great Britain but is found in Germany 
and in the state of New York. In France canal dues were 
abolished 44 years ago. 

Tramways are usually, but not ahvays, worked by local 
authorities. At the end of December 1928 there were in Great 
Britain 2514 route miles open for traffic. The net receipts were 
£7,478,000, the total paid-up capital being £104 millions, showing 
a return of 7-2 per cent on the capital. In some centres of large 
population, as in London, tramways in recent years have not been 
able to compete with private bus companies. Tramways have 
usually to bear part of the upkeep of roads. In the last accounts 
of the London County Council there is a charge, for example, of 
£269,500 per annum in the tramways accounts for maintenance 
of the road service which the Borough Councils would have had to 
meet if there were no tramway system. Tramways are, in these 
chcumstances, sometimes unable to pay a suitably high rate of 
wages. 

Next, with regard to railways. The importance of this 
domain may be seen from the fact that the mileage of the world’s 
railways is to-day over 760,000 miles, of which approximately one 
half is in America and one-third in Europe, America and Europe 
account for a total of four-fifths of total world mileage or 80 per 
cent. Of the remaining 20 per cent 11 per cent is in Asia, 5 per 
cent in Africa, and 4 per cent in Australia. A great authority 
estimated at the end of last century that railways probably repre- 
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sented one-tenth of the total wealth of the civilised nations, and 
one-fourth, if not one-third, of their total invested capital, an 
amount much higher than any other important undertaking d 
To-day the railway density, i.e. the number of miles of railway 
per 100 square miles, is greatest in Belgium and loAvest in Persia. 
Great Britain, Holland, and France are far behind in this respect. 
In raiRny mileage per 10,000 inhabitants Australia (Western 
Australia) holds the premier position, followed by Canada, Ncav 
Zealand, the Argentine, and the United States. In this China 
holds the record for isolation. The railway mileage is evenly 
distributed between the new world and the old world. The 



Year. 

Capital. 

(000,000) 

Working 

Net* 

Percentage to 
Capital of 

Country. 

Expenses. 

(000,000) 

Earnings, 

(000,000) 

Working 

Expenses. 

Net 

Earnings 

United Kingdom 

1920 

£1328 

£262 

£53 

19'7 

4-0 

India . 

1922-23 

Rs.6690 

Rs.730 

Ils.330 

10*9 

4-9 

Canada 

1920 

$2341 

$515 

$24 

22*0 

1 0 

Australia 

1921-22 

£251 

£30 

£8 

12*0 j 

3*2 

New Zealand 
Union of South 

1922-23 

£40 

£5-5 

£1-2 

13*8 

3-0 

i 

Africa 

1922 

£105 

£21 

£2-5 

20*0 

t 2-4 

U.S.A. . 

1922 

$22,300 

$4500 

$1100 

20*2 

4-9 

Japan . 

1920 

Y.1188 

Y.271 

Y-78 

22*8 

: 6-6 


* After deducting from the gross earnings worhing expenses only. 


United States possesses a greater mileage than the Avhole of 
Europe, the figures being respectively 264,000 and 238,000 miles. 
The average miles of line per 10,000 population is 5-8 for Europe, 
22*0 for North America, 0*8 for Asia, 22-4 for Australia, 8-4 
for South America, and 3*5 for Africa. The capital invested is 
over £9000 millions, divided evenly between Europe and the rest 
of the world. The United States on account of its great mileage 
(264,000) has the largest amount of capital, over £4000 millions. 
The capital cost on a route mileage basis is greater in Great 
Britain than in other countries because of the high standards of 
the original builders and of the Board of Trade’s safety require- 
ments. This, together with the fact that many of the lines are 
double or treble, accounts for the comparatively high cost. The 
route mileage capital is also high in Holland, Belgium, France, 
1 Hadley, The Bailway s of America, London, 1890. 
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and Italy. The financial result of railways in various countries 
are set out in the table on previous page. 

There are only a few countries in which railways are privately 
owned, the most important being the United States (250,000 
miles). Great Britain (24,000 miles), and Spain (10,000 miles). 
In most countries railways are owned by the State, and Avorked 
either by the State or by the State and private companies. 

The question of State or private ownership does not make any 
considerable difference in the system of rate making adopted by 
an efficient railway. A State railway arranges its rates to pay 


The State Domain — Railways 


I. State operated 



Miles. 


Miles 

Russia .... 

. 46,000 

Rumania . 

. 7,000 

India 

. 38,000 

Belgium 

. 5.000 

German}' .... 

. 36,000 

Switzerland 

. 4,000 

Australia .... 

. 27,000 

Austria 

. 4,000 

Mexico .... 

. 16,000 

Denmark . 

. 3,000 

Italy 

. 13,000 

New Zealand 

. 3,000 

Poland .... 

Union of South Africa 

. 12,000 

. 12,000 

Norway 

. 2,000 



Total (15 countries) =228,000 miles. 



II. State and privately operated 



Miles 


Miles. 

Canada 

. 40,000 

Japan 

. 8,000 

France 

. 26,000 

China 

. 7,000 

Argentina . 

. 22,000 

Chile .... 

. 5,000 

Brazil 

. 17,000 

Hungary 

. 4,000 

Sweden 

. 9,000 

Holland 

. 2,000 


Total (10 countries) = 140,000 miles. 


interest on its capital just as a private company has to do. In 
theory the operating of railways by the State has much to com- 
mend itself, but the question is one which can be argued only 
after an examination of local conditions. Where the officials are 
as intehigent and as energetic as those in private companies, and 
able to act in the interest of the public to the same degree, the 
monopoly which the Government enjoys will not be abused. In 
fact it may be otherwise. ^'The question”, says Hadley, “ is one 
which practical railwaymen have long since ceased to argue on 
general principles ; they recognise that the answer depends upon 
the respective degree of talent and integrity which characterises 
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the business community on the one hand and the Government 
officials on the other.’’ 

The Acworth Committee on Indian Eailways, while favouring 
State operation for India, set out the case thus : ''An important 
and weighty section of opinion, including that of the Eailway 
Board, is opposed to the view that State management is the best, 
holding that, as railways are primarily commercial undertakings, 
they should be managed on a commercial basis, so as to secure 
economy and efficiency, that is to say, by a company with a Board 
of Directors. The following are held by the same body of opinion 
to be some of the defects in State management : (1) Constant 
transfers of senior officials, resulting in lack of continuity of 
policy ; (2) the tendency to give promotion on the grounds of 
seniority alone without sufficient regard to efficiency or local 
knowledge ; (3) disregard of public opinion ; and (4) lack of 
initiative and flexibility. Further, as regards the co-existence 
of company-managed railways and State railways, it is urged that 
improvements in the administration of State railways, which have 
been effected during past years, are mainly due to the emulation 
inspired by company management ; in other words, that the 
initiative lies with the company-managed railways, and that 
emulation and comparison provide healthy results in the case of 
State-worked lines.” ^ The case for State management was 
expressed as follows : "A large section of the Indian public 
supports the adoption of this system, because it believes that 
company management does not encourage the development of 
indigenous industries by sufficiently favourable treatment ; 
that it gives preferential treatment to import and export goods ; 
that under the present system of company management large 
profits are made in British interests ; and that hitherto the 
companies have not employed Indians in higher appointments 
except to a very limited extent, and have not granted them 
adequate facilities for technical training. Without pausing to 
argue here whether these views are correct or not, we venture to 
think they are coloured by the impression that company manage- 
ment necessarily connotes management through Boards in London. 
This, however, is not an essential condition of company manage- 
ment in India.” ^ In India it may be noted that the State 
generally owns the lines, and the lines are worked either by State 
^ Cmd. 1512 of 1921, paragraph, 254. - Ibid., ijaragraph 255. 
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or (a) guaranteed and (b) independent companies. The State 
lines comprise more than two-thirds of the combined total lines of 
British India and Native States. At the present time India occu- 
pies the third place in respect of railway mileage among the coun- 
tries of the world and nearly 90 per cent is State property and 
under Government financial control, while one-half is already 
under State management. The Government was committed to a 
policy of transfer of management to India as the companies’ 
contracts fell in. The old controversy of State versus company 
management is now dead, and the State management has so far 
been financially and otherwise a success. On the other hand, 
Great Britain and the United States afford the best example of 
railways managed by private companies. 

The Prussian railways were for long regarded as probably the 
best-operated State railways in the worldG The railways in other 
states of the German Reich did not yield a large return on the 
capital sunk in them. From 1st April 1920 the various State rail- 
ways, including those of Prussia, were transferred to the Federal 
Government. In accordance with the Dawes Plan German 
railways were transferred to a private German company (the 
Reich sbahn Gesellschaft) with a nominal capital of £1,300,000,000, 
which manages the system. The railways are the property of the 
State. It is the largest railway company in the world, the mileage 
being 58,388 kilometres or 36,281 miles. The Government is a 
large shareholder, holding £650 millions of fully paid ordinary 
shares. In France by the law of July 1842 the construction of 
railways was left mainly to companies, but are subject to control 
by Government authorities with regard to the method of opera- 
tion. This control is said by impartial authorities to deaden the 
activity of the companies. The State works one of the seven 
important systems. The concessions granted to the other six 
companies expire on various dates from 1950 to 1960. Of the rail- 
ways of other countries, namely, Russia, India, Australia, Mexico, 
Italy, Holland, the Union of South Africa, Rumania, Poland, New 
Zealand, and Norway, the one generalisation that may be made is 
that the return on the capital has not been high. In 1909 in Mexico 
the main railway lines were united in one corporation — the National 
Railways of Mexico. Since 1914 this system, and practically all 

^ Cf. The Economic Developjyient of France and Germany, J. H. Clapham 
(Cambridge University Press, 1921). 
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the private lines, have been taken over by Government. In 1910 
the Government lines of the Union of South Africa were merged 
into one system — the South African Railways, under the control 
of the Union Government. In Belgium in 1919 there were 2759 
miles belonging to the State, excluding light railways, and private 
lines were 184 miles. In Hungary of 4493 miles of railways 1856 
are owned by the State. In Switzerland in 1920 the State rail- 
ways had a length of 3881 miles, and in Austria 2964 miles out of 
4274 were operated by the State. About half of the single track 
in Canada is owned by the State under the name of the Canadian 
National Railways. In the Argentine 18 per cent of the railway 
mileage belongs to the State. Many of the railways in the 
Argentine have been constructed with the aid of British capital. 
In Brazil of the total mileage which belongs to the State 3980 
were administered directly and the rest were farmed out. In 
Holland all railways are private. There is, however, one State 
company, but this is only so because the road is owned by the 
State. 

Speaking generally, then, it may be said that in most countries 
the railways are owned by the State, and with the exception of the 
United States, Great Britain, and Spain are either {a) State 
operated or (6) operated by the State and by private companies 
with a varying degree of State supervision. There are very few 
countries in the world where State supervision is confined mainly, 
as in England, to the interests of public safety. In England the 
free system of railway building and management has resulted in 
progressive methods which have been copied in many other 
countries. At the same time there is the disadvantage that the 
public may be inadequately protected because the courts are un- 
willing to interfere, although in recent years, both in Great Britain 
and in the United States, there has been an increase in legislative 
interference with railways. 

In railway finance rates are not determined by free competi- 
tion. This does not and cannot exist, as this is not to the interest 
either of the companies or of the public. It produces an un- 
certainty with regard to rates which prevents stable prices ; it 
assists unscrupulous agreements between competing lines with 
regard to rates by pooling or dividing the traffic, and the rates 
are made not on the principle of equal mileage, i,e. the rates 
proportionate to the distance, but according to movement expenses 
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and terminal expenses, i.e. freight pays its share of the terminal 
expenses independently of the distance and the mileage charged 
according to the length of haul. Rates are reduced where the 
increase of business makes it profitable, or kept high where such 
a low charge would be unprofitable or where business is not 
expanding. The theory of charging according to what the traffic 
will bear is, as Hadley points out, an unpopular one because it 
has been misapphed by railway managers and made an excuse for 
charging what the traffic will not bear. Rightly applied, however, 
it is the only sound economic principle. It means taxation 
according to ability — that ability being determined by actual 
experiment.” 

There are two other important points which demand atten- 
tion in the public domain of railways, and these are (1) the scheme 
of fixing rates in order to pay a suitable return on capital as 
fixed by the well-known American Act — the Transportation 
(Esch-Cummins) Act of 1920 amending the original (1887) Act to 
Regulate Commerce, and (2) the separation of the railway Budget 
from the general Budget. 

The Inter-State Commerce Commission, under the Act of 
1920, was instructed by the Congress to establish rates which 
would yield a net operating income sufficient to pay a fair rate of 
return upon the value of the railway properties held for and used 
in transportation. The rate was fixed at 5-| per cent, with an 
extra half per cent for improvements chargeable to capital 
accounts (6 per cent in all) for the first two years. This applied 
to the railways as a whole, or to a group of railways, and not to 
individual railways in a group. The rate which yields 6 per cent 
to all the railways in a group may yield more than 6 per cent to 
some and less than 6 per cent to others. No relief is provided for 
railways which earn less than 6 per cent, but when more than 
6 per cent is earned by a railway the excess is divided evenly with 
Government, the railway holding its proportion in a reserve fund, 
and the half which goes to the Government being used as a general 
railroad contingent fund to be administered by the Commission in 
assisting the weak railways by loans. The reserve fund created 
by a railway from its excess earnings is to be held for interest 
charges or dividends in lean years, but when that sum is more 
than 5 per cent of its property value, the excess over 5 per cent 
may be used for any lawful purposes. The grouping of railways 
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in America under this Act leads to economy. It has also led to a 
similar economy in Great Britain, where, under the Railways Act 
of 1921 (which came into operation in January 1923), all the rail- 
ways are grouped into four systems, namely, (1) the London 
Midland and Scottish ; (2) the London and North-Eastern ; 
(3) the Great Western ; and (4) the Southern. 

The question of separating the railway Budget from the State 
Budget was attempted in Prussia as long ago as 1878. The rail- 
ways were too prosperous to allow the scheme to be achieved. In 
Italy, however, the railways have a separate Budget. In France 
the railway Budget, which is worked by the State, is treated as an 
'' annexe ” to the general Budget. In the South African Union Act 
it is provided that the railways of the Union shall be so operated 
that the gross receipts shall not be more than sufficient to cover 
working expenses, reserves, and interest on capital. If there is a 
surplus it is to be devoted either to improvements in facilities or 
reduction in rates. If, on the other hand, there is a deficit, rates 
and charges shall be increased to cover it. In Switzerland the 
Purchase Act provides that the railway accounts shall be kept 
/ separate from the other federal accounts, so that the financial 
position of the railways can at all times be clearly ascertained, and 
that railway earnings shall be devoted only to railway purposes ’b 
The control of new railway capital issues and of railway tariffs, 
and the voting of the railway Budget are reserved to the Swiss 
Parliament, but any surplus of revenue after meeting working 
expenses, interest, and sinking funds is devoted to railway pur- 
poses. If the revenue fall short of expenditure, the State meets 
the deficit. In Japan the railway Budget is entirely separate. 
The railways, under the Act of 1909, have a separate capital 
account entirely distinct from the general accoimt. As the 
official report says, “ This financial independence has given very 
great convenience and facilities in the management of the Imperial 
railways, as, indeed, it has made the railway finance one of special 
character among all the special accounts created by the Imperial 
Treasury. In short, the change has made the railway finance a 
financial agency specially adapted for the management of railway 
business.'’ ^ The Finance Minister of India, in his Budget pro- 
posals of the 29th February 1924, proposed a scheme by which a 
Budget, separate from the general Budget, will be achieved, the 
Cf. Cmd. 1512, 1921, p. 35 (Acworth Keport on Indian Railways). 
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Government receiving (I) a sum sufficient to pay in full the 
interest on capital invested by Government in commercial lines ; 
(2) an additional dividend of five-sixths of I per cent on that 
capital ; and (3) in addition a share of one-fifth of any surplus 
earnings that may be secured. The railways, on the other hand, 
will have the right to retain any surplus over and above what 
they pay to the Government, and to apply it to railway purposes, 
first of all in order to create reserves, and then by issuing these 
reserves to improve the services which they render to the public 
or by reducing the prices charged for these services. The Govern- 
ment of India and the Legislative Assembly are to remain in 
complete control of the railway administration as at present, and 
at the same time the railways will become, in the words of the 
Finance Minister, a real commercial undertaking managed on 
commercial lines ’h 

In the chapter on expenditure in regard to the commercial 
finances of Government (Chapter IX., paragraph 3), the advan- 
tages of trade railways as commercial undertakings were discussed. 
It is, however, essential to point out that in many countries any 
money not spent by the end of the financial year lapses when the 
railway Budget forms part of the State Budget, and the railways 
thereby lose their unspent balances. That is a great hindrance 
to efficient management. There are, too, (I) the difficulty arising 
from the receipt of funds too late in the year, so that funds cannot 
be spent advantageously, and (2) the futibty of undertaking such 
projects when the continuance of funds in the following year is 
uncertain. Could anything be more bewildering than the letter 
sent by the Indian Eailway Board to the Great Indian Peninsula 
Railway Company in December 1920 ? It runs as follows : 

I am directed to inform you that five lakhs have been allotted 
in the six months’ estimates with a view to making a commence- 
ment on the construction of the Warora-Pisgaon Railway from 
Majri to Rajur. I am to request that you will make arrangements 
for construction to proceed as quickly as possible with preliminaries 
up to the limit of this allotment. There is no expectation at present 
of any money being available for this line in next year and work 
may have to be temporarily suspended.^ 

In the Indian Budget of 1925 Eailway Finance has, for the 

1 Cmd. 1512, 1921, p. 22. 
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first time, been separated from General Einaiice. In September 
1924 tfie Legislative Assembly establislied that railways should 
pay annually a fixed contribution to general revenues, and if the 
net balance remaining to railways exceeded a fixed sum, one- 
third of this excess had to be handed over to general revenues^ 
The railways are run as a commercial concern to a degree that 
was hitherto impossible, and the taxpayer receives a contribution 
from the profits of capital invested in railways. The difficulty 
of distinguishing between a temporary and a permanent surplus 
(or deficit) in Budget accounts under this heading will be less 
than hitherto. 

^ The figures for 1924-25 are summarised thus : Net receipts from railways, 
9*74 crores ; fixed contribution to general revenues, 5 09 erores : since the 
balance, 4-65 crores, exceeds 3 crores the Central Government receives in addition 
one-third of such excess, or 0-55 crore. Total amount credited to general 
revenues, 5-64 crores, leaving 4- 10 crores for transfer to Railway Reserve. On 31st 
March 1933 the total capital at charge was Rs.8,77 crores (£657,938,000), and the 
net earnings of the railways in 1932-33 amounted to Rs.2731 lakhs (£20,482,000), 
showing a percentage of 3-1 on the total capital charge. The net gain to the 
Central Government from “ Budget Lines ” was Rs.5'2 crores in 1932-33. The 
payment of the contribution has been held in abeyance during the present trade 
depression. 
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LOCAL TAXATION 

1. Growth of Local Taxation 

In tlie present century, especially since the War, the enormous 
growth of local self-government in almost every country of the 
world has given great importance to the subject of local taxation. 
There has been an insistent demand not merely from cities and 
urban districts but also from rural areas for greater services on 
the part of local government authorities. This is not unnatural 
owing to the change in men’s ideas as to the sphere of local public 
effort in regard to the social serwces, especially education and 
sanitation, to the increase in the standard of comfort, one of the 
results of the considerable expenditure on the social services, and 
also to the change in the price-level in recent decades which has 
meant a revision in salaries, wages, and other costs which cannot 
be reduced in existing circumstances to any great degree. This 
has led, as never before, to a great growth in local expenditure 
and to an everlasting struggle on the part of local authorities to 
make both ends meet by raising additional revenue largely 
through taxation. The expenditure of local authorities, for 
example, in England and Wales in 1885 was less than £54 millions, 
in 1913-14, the pre-War year, it rose to £148 millions, while in 
1931-32 it was as much as £435 millions.^ In other words, there 
was an increase of £287 millions, or 194 per cent, in local expendi- 
ture in the short space of eighteen years. Similar large increases 
are to be found in the majority of all other countries of industrial 
importance. To meet the increased expenditure local authorities 
have been compelled to resort to increased taxation and to 
additional grants from national, and in federal constitutions from 

^ This is expenditure other than expenditure out of loans. 
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state or pro\aiiciaL governments, and also to loans. At the 
present time the proportion which local taxation bears to total 
taxation is very considerable. It varies from one-third to two- 
fifths or even higher in the United States, Canada, New Zealand, 
Germany, and Japan, while in other countries such as Great 
Britain, Australia, France, Hungary, and Italy it is about one- 
fifth. Local self-government in the United States as in Great 
Britain is highly developed. Local authorities in the United 
States raised about 57 per cent of the total (Federal, state, and 
local) tax revenue, in 1933, wFile only 20 per cent was collected 
by the state governments. Local authorities raise proportion- 
ately more than in any other country. This is a contrast with 
India, where provincial governments are strong and local 
authorities, with rare exceptions, w-eak. 


The Importance of Local Taxation as compared with that of 
National and State or Provincial Taxation 


Country 

Ycai 

Unit 

National 

Prov or 
State 

Loea] 

4’otal 

Local to 
Total 
Tax 
Lev 

Great Britain 

1932 

£000 

733.010 


179,899 

912,918 

19-7 

Australia 

1933 

£000 

56,158 

37,324 

21,614 

115,614 

18 6 

Canada 

1932 

$000 

275,053 

92,551 

251,204 

618,808 

40-5 

New Zealand 

1933 

£000 

17,891 


11,362 

29,253 

3S-S 

Union of 








S. Africa . 

1933 

£000 

16,163 

3,714 

890 

20,767 

4 

United States 

1933* 

$000 

1,859,174 

1,641,850 

4,715,897 

8,212,921 

57 

France 

1933 

P’rs 
000 j 

36,306,000 

4,808,000t 

8,739,000j 

49,853,000 

17-5t 

Germany 

1931 

Mks 

000 

6,634,000 

2,809,000 

4,698,900 

14,141,800 

33-2 

Hungary 

1932 

Pengos 

000 

804,527 


176,022 

980,549 

17-9 

Italy . 

1932 

Lire 

000 

16,571,067 


4,363,765 

20,934,832 

20-8 

Japan . 

1932 

Yen 

000 

974,258 

255,240§ 

601,296i 

1,830,794 

32-8 


* Before the depression, 1929-33, the federal share of the total was ridativelv greater and the 
local government’s share relatively less. The figures for 1925 were (SOOO) ; Federal, 3,130,649; 
State, 1,107,370 ; Local, 3,818,374 ; percentage of local to total taxation, 47. Cf. page lOl’ 
Cost of Government in the United States, 1925-26 (National Industrial Conferenee J-ioard, New 
York, 1927). 

t Taxes of the Departments. J Local Taxes, § Taxes by Prefectures. 
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2. Scope oe Local Taxation 

The services administered by local authorities may be gener- 
ally grouped under two main heads, namely, (i) national or 
onerous and (ii) local or beneficial. On the Continent the 
classification is somewhat similar — obligatory and optional. A 
third classification is that adopted by the British Departmental 
Committee on Local Taxation, 1912, which divided local adminis- 
tered services into (1) local services and (2) semi-national services, 
as the words ‘‘ onerous ” and “ beneficial ” had given rise to some 
confusion of thought in regard to the proper amount of assistance 
to be given to the local authorities by the State. In local taxa- 
tion there are services of a national or semi-national nature which 
local authorities are required to undertake. They are really 
national services carried out in the interests of the community 
at large, or quasi-national services carried out more in the interests 
of the community at large than of any particular locality. 
Examples of this class are police, education, public assistance in 
regard to the able-bodied or unemployment relief, and the main- 
tenance of arterial roads. The State has undoubtedly an interest 
in the efficiency of these services as to justify its support and 
supervision or even control in administration. The national or 
State government gives subventions or grants or permits additions 
to its own taxes on behalf of local authorities to meet at least a 
part of expenditure on these services. The remainder is defrayed 
from taxes or rates levied mainly upon real property, viz. land 
and buildings. In the United States the basis of rateable value 
is the capital value of the real property while in Great Britain it 
is the annual rental value, which is the rent which it might 
reasonably fetch excluding the tenant’s usual rates and taxes 
less an allowance for the probable annual cost of upkeep, such as 
the cost of repairs and insurance. They are payable in England 
and Wales by the occupiers of the land and buildings and in 
Scotland, since the seventeenth century, half on occupiers and 
half on owners. The amount is determined by three factors — 
the cost of local services, the proportion of that cost borne by 
the national or State government, and the rateable value of all 
the property in the district. These national or quasi-national 
services are indistinguishable in principle from services which the 
central authority administers and of which it bears the entire 
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cost. It is for this reason that under the Local Government x4.ct, 
1929, the British Government gives large block grants to local 
authorities in relief of rates, not directly allocated to specified 
services. The Central Government has taken over under the 
Unemployment Act, 1934, from local authorities the responsibility 
of public assistance to the able-bodied between the ages of sixteen 
and sixty-five. If the Government does not undertake the 
administration of these services, then it gives grants for specified 
services to ensure that they will be carried out with efficiency as 
these services effect the community at large. 

In regard to local services the ]3rinciple of benefit rather than 
ability to pay is, as far as possible, employed. Lighting, the dis- 
posal of sewage, the removal of refuse, the supply of water, and 
the provision of parks are purely local services in so far as the 
benefit from these accrues to members of the particular locality 
and are not to any marked degree for the benefit of the com- 
munity as a whole. These are, therefore, on a different footing 
from the other branch of the services of local authorities. 

Whether we take the county or the borough in England, the 
arrondissement in France, the circle in Germany, or the county in 
Japan, we find a general similarity in administration — govern- 
ment by a council with an elected head, and also a similarity in 
functions performed. The services are usually divided into six 
groups : (i) education, including libraries, picture galleries, and 
museums ; (ii) public health, including water supply, drainage, 
conservancy, hospitals, maternity and child welfare, housing, 
town improvement, lighting, and the regulation of traffic ; (iii) 
roads, streets, and bridges ; {iv) public assistances, including the 
maintenance of asylums for lunatics and defectives ; (v) police, 
including prisons ; (vi) agriculture, including rural industries, 
diseases of animals, pests, fertilisers, small-holdings, and allot- 
ments. In a few countries some of these functions only are per- 
formed, in others there are additional functions such as the 
collection of taxes, elections to the legislature, the registration 
of electors, the administration of insurance schemes and of old 
age pensions. In many countries, as in Great Britain, the State 
undertakes the control of the police force and contributes towards 
its upkeep, while the maintenance of the force devolves on local 
authorities. In France the State undertakes the maintenance of 
the general police force of the country and the local police 
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authorities the rural police. In Japan, however, the police is 
paid by the prefectures and no part of it is borne by the cities 
or towns and villages. In India the police is paid for by the 
provincial governments except in areas directly under the Central 
Government. 

To meet the services provided by local authorities taxes are 
levied, usually on land and buildings. In France and Japan the 
main source of taxes is surcharges on national and prefectural 
taxes, and in France also octrois and taxes in place of the octrois 
duties, road taxes, revenues from public utilities, as well as 
income from common funds belonging to the communes. There 
is, on examination, greater similarity in most countries in the 
sources of local revenue than at first would appear to be the case. 
Thus in Belgium, Italy, Spain, and Germany supplements to 
national taxes as well as shares in national taxes are a very large 
source of revenue to local authorities. In Belgium for the year 
ended 31st October 1933 local taxation was derived to the 
extent of 244 million francs from shares in national taxes 
and to the extent of 515 million francs by supplements out 
of a total local taxation revenue of 760 million francs. In 
Italy supplements to the house and land tax amounted to 
1307 million lire out of a total taxation of 4243 million lire 
in 1932. In Spain supplements to national taxation for the 
year ending December 1933 were 81 million pesetas and the 
share in national taxes 45 million pesetas out of a total of 
municipal taxation amounting to 143 million pesetas. Local 
taxation in Germany was mainly from real estate and occupa- 
tional taxes, 30 and 16 per cent respectively, 21 per cent 
from income and local citizens’ taxes, 10 per cent from rents, 
10 per cent from general and selective sales taxes, 4 per 
cent from motor vehicles, 6 per cent from beverage taxes, 
and the remainder from miscellaneous taxes such as the 
slaughter tax and the amusement tax. In Great Britain and 
in the United States we have the taxation of real property 
to an outstanding degree. The general property tax is the 
mainstay of local authorities in the United States. In the 
United States, too, there are poll taxes, taxes on corporations, 
and special taxes on insurance companies and banks, telegraphs, 
telephones, gas and electricity companies, and the taxation of 
vehicles and motor fuel or gasolene. The last of these is very 
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productive. Local autliorities in nearly all countries have re- 
course to property as the main source of their tax revenue. This 
adverse diherentiation against property is the result usually of 
historical causes, but administrative convenience may be said to 
have been the chief motive underlying the imposition of the tax 
or rate. In the United States the general property tax is far and 
away the main source of local authorities’ revenue, but, in recent 
years, the taxation of gasolene, motor vehicle registration, and 
taxes on corporations have brought in greatly increased revenues, 
notably in New York, Pennsylvania, New Jersey, and Massa- 
chusetts. Special assessments in American municipal finance 
have now become important as a means of paying for the large 
improvements which cities find it necessary to undertake. In 
the United Kingdom the main sources of local taxation are 
buildings and land and grants from the National Government. 
In Canada, as, for example, in New Brunswick, there is a general 
property tax, a poll tax, an income tax, and fixed licences on 
auctioneers, non-residents, pedlars, and transient traders. In 
Nova Scotia local taxation includes the taxation of real and 
personal property and a poll tax, a dog tax, licences to traders 
and special annual taxes on insurance companies, banks, cable 
and terminal companies , together with a household tax, the basis 
of which is 10 per cent of the value of the house if valued at 
$1000 or over. There is also an income tax for local purposes, 
the assessment for which is very unsatisfactory. In Australia 
property is the main source of local revenues. In Western 
Australia, for example, the rate varies according to the require- 
ments of the locality and is levied on the annual rental value of 
the property less 40 per cent. There is also a tax from 3d. to 2s. 
in the pound on the unimproved value of land or annual value 
for the upkeep of roads. In Queensland there is also a general 
rate up to Is. in the pound on the unimproved value of land. In 
Tasmania land is taxed for local purposes from Is. 6d. in the 
pound to 5s. 3d. and improvements from 7| to 26 J per cent, the 
rate — not a graduated tax — varying according to the locality. 
In many cases the taxes are supplemented by licences such as 
dog taxes and licences on motor vehicles. Municipalities in 
Sweden under the General Municipalities Tax Law tax real estate 
and income. There are in addition a road tax, a dog tax, an 
amusement tax, and an excise duty on wood when the timber is 
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cut. In Italy the communes levy taxes on wine, milk, perfumes, 
soaps, and other articles of consumption, including gas and elec- 
tricity. Octrois are since 1923 levied by communes. Up to 
1923 the Italian Government received a share in octrois, but from 
September 1923 communes were given the sole right to levy 
duties in lieu of Government subsidies. There is a house tax 
based on the rental value of the house. A family tax based on 
the total family income rising to a maximum of 8 per cent. Taxes 
are levied in the form of licences for hotels and dance-halls, 
domestic servants and animals, and on professions and on public 
notices. There is a tax on the unearned increment following 
public improvements and the expansion of population, but manu- 
facturing areas are excluded. In India, where local self-govern- 
ments’ financial resources are quite inadequate, property is the 
basis of much taxation together with taxes on professions, trades, 
and callings, octroi duties, terminal taxes, taxes on vehicles, and 
fees from public undertakings such as water supply and the 
removal of sewage and refuse. An additional ” tax is permitted 
on the land revenue or tax — the proceeds going to the District 
Local Boards. It is usually limited to 6-^- per cent, although 
in Bombay the Local Fund rate may be raised to a maxi- 
mum of 12|- per cent. Taxes on unearned increment are 
levied under the Bombay and Madras Town Planning Acts and 
under the Rangoon Development Trust Act. The incidence of 
local taxation even after taking into account the low jper capita 
income is light as compared vdth local taxation in most other 
countries. Glasgow, for example, contains the same population 
as that of Calcutta but it has twelve times its income. 

There are shared revenues as in Great Britain, France, the 
German Reich, and in the Commonw^ealth Governments of the 
United States. Local authorities are entitled to obtain a share 
of the national taxes. In addition permission is, as we have seen, 
granted in some countries to local authorities to impose a per- 
centage addition on both national and State taxes, departmental 
or prefecturial taxes. 

Local receipts may be conveniently grouped under the follow- 
ing heads : (i) taxes on real property (land and buildings) ; 
(ii) taxes on industry and trade and on industrial callings and 
professions, such as the taxation of corporations in the states of 
the American Union and the taxation of professions, trades, and 
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callings in many countries ; (iii) taxes on imports and exports 
(octrois and terminal taxes) ; (iv) the taxation of special articles 
such as gasolene, motor cars, beer and articles of consumption 
generally ; (v) a special tax on site values ; (vi) grants from the 
State Treasury either in the form of a share of the total cost or in 
the form of a block grant fixed for a period of years or in the form 
of a share of the national revenues ; (vii) an addition to national 
or provincial taxes ; (viii) a tax on public utilities by charging for 
public utility services in such a way that profits are made and 
used for the relief of rates ; (ix) miscellaneous sources. All of 
these classes of revenue may not be used at the same time and 
they vary from country to country and from locality to locality. 

It is necessary to comment briefly on several of these forms of 
local taxation. The property tax in the United States for local 
purposes is levied by countries, cities, towns, school districts, and 
similar local authorities over Avhich is the State or Common- 
wealth Government. The general property tax is the principal 
source of revenue of local tax authorities as it is of the State 
Governments, and the proceeds of the tax are used for both State 
and local purposes, except in one or two states such as Penn- 
sylvania, North Carolina, and California, where it is not used for 
State but only for county purposes. The importance of this tax 
may be seen from the fact that in 1926 one-fourth of the total 
State revenue was from this source and from one-half to two- 
thirds of all the revenues of cities with a population of 30,000 or 
over. In the same year cities with a population of 30,000 and 
over — 250 cities in all — in the United States obtained 63*8 
per cent of their revenues from the general property tax as 
compared with 10*2 per cent from public utilities and 7*5 per 
cent from special assessments, 4 per cent from subventions, 
2-9 per cent from licences, and 11*6 from other sources, tax and 
non-tax. 

The property tax dates from the early Colonial period when 
it was necessary to provide funds for common purposes such as 
roads, bridges, or school buildings. In its early history the tax 
may have been a fair index to ability and suited to the social 
conditions of the time. The main principles underlying the 
general property tax then were : (1) that the individual should 
pay to the support of the Government in proportion to his ability, 
and (2) that property in general, viewed as a whole, was the 
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measure of the iiidiHcLuaTs ability to pay. In its early history 
the tax was found to be equitable and suited to social conditions. 
The assessor counted up the various forms of property, land, 
houses, cattle and furniture, and valued these various items. At 
first it was arbitrary, but in time corresponded in the main with 
the market price or capital value of the property. With the 
development of social and economic conditions it was no longer 
an adequate measure of ability to pay, and earnings, rents of land, 
and products of individual effort were taxed. In the tax law of 
Ohio, 1846, for example, we find : “ All property whether real or 
personal within this state and all monies and credits of persons 
residing therein unless exempted shall be subject to taxation 
By the middle of the nineteenth century the tax had thus become 
a personal tax. Owing to the development of property in its 
various forms, such as stocks, bonds, mortgages, etc., the tax 
became less and less personal. The tax imposed at present, how- 
ever, by local authorities is generally a tax on tangible property, 
i.e. a tax on all real estate within the taxing area and on such 
tangible personal property as can be found. In many states 
intangible property is also taxed, but as this property is also 
separately taxed there is double taxation. Owing to the nature of 
the property it often leads to very considerable evasion. Nearly 
85 per cent of the tax is on real estate and other tangible property. 

For the administration of the tax each state is divided into 
assessment districts which vary in sHe. In New England the 
township is the district, while in Virginia it is the county, and in 
cities it is usually the ward. The assessment roll or list showing 
every form of real estate is prepared afresh every year and the 
necessary changes in the ownership of personal property are made. 
The assessed value is not always the market value of the 
property. In Chicago, for example, real estate for assessment 
purposes is valued at about one-quarter of its market value. 
Buildings are not always valued separately, but a lump sum is 
put down for the land and buildings. The valuation figures are 
used ordinarily for both city and county purposes, and also for 
the state where the property tax is levied for state purposes. 
Valuable lessons are to be learned from the American system 
of valuation, especially that in force in New York. Speaking 
generally, it may be said to illustrate all the faults likely to 
1 Quoted by Lutz, Public Finance, p. 322. 
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arise from putting into untrained hands a difficult and technical 
matter. Sometimes the method of valuation is not uniform 
even in the same city. '' How the assessor arrives at this value 
is knovm only to himself. Although the laws usually stipulate 
that he shall assess property at its fair market or cash value, 
and thus give him a quasi- judicial duty to perform, the average 
assessor often sets up his ovm standards in violation of this 
statutory instruction. He begins, as a rule, by taking the 
values set by his predecessor upon the properties, and then 
proceeds to raise or lower these or to leave them as they 
were. Sometimes the assessors follow the general policy of 
making all valuations low in order to attract industries to the 
city or to ease the burden of State and county taxes. Some- 
times, on the other hand, they try to raise assessments all along 
the line in order to keep the nominal tax-rate dovui or to enhance 
the city’s borrowing power when this is fixed in terms of total 
valuations. Some assessors arrive at a value for buildings by 
estimating what an owner could get for both land and buildings, 
and then deducting what he could probably get for the land alone ; 
others estimate the original cost of the buildings, less deprecia- 
tion ; others, again, try to set down the reproduction cost. 
Although uniformity in such things is what statutes require and 
what fairness demands, there is usually no approach to it among 
different cities of the same state or sometimes in different parts 
of the same city.” ^ In New York city, however, a very elaborate 
system of classification of buildings according to type, cost per 
square foot of floor space, etc., is used, and other tests such as the 
price at which a building of this class was sold, or current rental 
values, are also taken into consideration as checks. New York has 
found this scientific method both practicable and remunerative. 

The rate of the tax is expressed in the form of so many mills 
on the dollar of assessed value. The most common way of deter- 
mining the millage is the same as in Great Britain, i.e. the total 
amount required for the year is divided by the total of the assess- 
ment roll. Another method is to fix the rates for different items 
of expenditure such as 5 mills for schools, 3 for roads and so on, 


^ Munro, Principles and Meth.ods of Municipal Administration (New York : 
The Macmillan Co., 1920), p. 415. In assessing personal property under the 
property tax the assessors usually fix a sum which will be paid without protest 
or appeal to higher authorities. 
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and every activity confines its expenditure as far as possible to 
the amount thus produced. In certain states the tax raised is a 
combination of different rates levied by the various authorities. 
Property in a state, for example, may have had to bear 30 cents 
as a state tax, 50 cents as a county, 75 as a city or town, and 25 
cents as a school district tax. Education is usually financed from 
property taxes, but also from income taxes, poll taxes, inheritance 
taxes, sales taxes, and severance taxes, the last of which are taxes 
on mineral production and on other products severed from the soil. 
Most of the charges for education falls on property taxes for the 
upkeep of the State School Fund and for State Universities. A 
few states, however, do not definitely earmark taxes for educa- 
tional purposes, although they provide often relatively a larger 
proportion from state tax sources and schools than do those 
which provide a claim on special revenues. In the case of large 
corporations such as banks, insurance companies, railways, etc., 
it is not, as we have seen, an easy method to assess them for local 
purposes. Hence they are assessed wholly by the States Tax 
Commission, and either the state appropriates the entire proceeds 
of the tax or the assessments are apportioned to the districts. 
Property used for religious, charitable, and educational purposes 
is exempt from taxation generally. It is usual to grant an exemp- 
tion of a certain amount of furniture, household goods, tools, etc. 
The taxpayers can appeal to a Board of Review or a Board of 
Equalisation if they consider that they have been too heavily 
assessed. The Board consists usually of the County Governing 
Board or a Board of City Fathers. 

The general property tax is to be condemned on account of 
its theoretical and practical defects. It does not accord with the 
principles of a good tax. It lacks uniformity, it is regressive, 
leads to double taxation and evasion. As Leroy Beaulieu says,^ 
“ Rarement dans la fiscalite moderne on a invent e d’ instrument 
plus grossier 

Poll taxes and special assessments are to be found side by 
side with these property taxes and also licence taxes on businesses 
or occupations. Special assessments for cities have been dealt 
with elsewhere.^ Special assessments have been found to be a 
convenient method of raising revenues owing to the fact that the 

^ Cf . Leroy Beaulieu, Science des finances. 

2 Chapter XTII. 
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construction of local improvements has increased the value of 
neighbouring property. Special assessments are, of course, levied 
only on those who benefit from improvements. They are levied 
on property owners only and are justified by the fact that they 
give at least an equivalent value to the owner of the property. 
They are, too, excluded from general tax rate limitations and 
therefore are popular. Expenditure can always be paid for by 
special assessments, and these assessments manage to bring in to 
the net of local taxation property exempt from state and general 
taxation, such as that belonging to educational, religious, and other 
institutions, since these are not exempted from charges which give 
a corresponding increase in the value of the property improved. 

The importance of local taxation in the United States may be 
gauged by taking at random samples of the relation between state 
and local collections. In Mississippi for 1933, the state collec- 
tions amounted to $9-8 millions as compared with |23*6 millions 
in the case of county taxes. The general property tax for state 
purposes amounted to $3*7 millions, while in the case of county 
taxes the general property tax amounted to $15 millions. The 
other county taxes were poll and road taxes $0-6 million, a gaso- 
lene tax $6-0 millions, and automobile licences $1*8 millions. In 
this same year in Pennsylvania the state taxes amounted to $112 
millions, while local taxes (general property collectioDs) amounted 
to $333-8 millions. In New York in 1932 the general property 
tax amounted to $831 million dollars out of a total state and 
local revenue of $1087 millions. The next important heads of 
revenue were the personal income tax $41-7 millions, the gasolene 
tax $40*3 millions, the registration of motor vehicles $38-2 
millions, the franchise tax on business corporations $36*9 
millions, the inheritance tax $36 millions, and the stock transfer 
tax $22-7 millions. 

English local finance has grown up haphazardly under the 
influence of particular exigencies of the moment. Thus the Poor 
Law legislation of Queen Elizabeth in 1601 formed the basis of 
local taxation up to within recent years, and its influence has 
been so great that it will not easily, if ever, be obliterated. Under 
the Act of 1601 each parish was required to provide for the relief 
of the poor, and the money required for this purpose was raised 
by taxation of every inhabitant, parson, vicar, or other and 
of every occupier of lands, houses, tithes, coal mines, or saleable 
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underwoods. The rate was paid by the occupier in respect of 
immovable property on the basis of competence and the rent 
or the net annual value was taken as the measure of rateable 
value. Other rates in the course of time were assimilated to the 
poor rate, and various administrative changes took place between 
1888 and 1929, when the Local Government Act was passed. The 
Rating and Valuation Act, 1925 (which came into force in April 
1927), and the Local Government Act, 1929, were essential be- 
cause there were many anomalies, defects, and a considerable over- 
lapping of services. The former Act consolidated all rates and 
simplified rating machinery. The council of every county 
borough and of every urban and rural district was constituted 
the rating authority for the borough or for the county district 
concerned. The rating authority in each county, borough, and 
urban area was empowered by this Act to levy a consolidated rate 
termed the General Rate, which replaced the poor rate and any 
other rate or rates previously levied. By the Act of 1925 Over- 
seers of the Poor were abolished. This redistribution or re- 
grouping of local subdivisions was long overdue. It was necessary 
in order that local authorities could more efficiently discharge their 
duties by an enlargement of the subdivisions. The Local Govern- 
ment Act, 1929, completed the reforms required to remove further 
objections to rating. As long ago as 1885 the English system of 
local taxation had been described as '' A chaos of areas, a chaos of 
franchises, a chaos of authorities, and a chaos of rates The rates 
varied from district to district and were particularly heavy in 
poorer districts. A good instance of overlapping was the case of 
the 625 Boards of Guardians which had their own separate 
hospital in spite of large and well-equipped hospitals under the 
administration of the County Councils. The burden of taxation 
varied owing to the burden of unemployment being heavier in 
some areas than in others. One remedy was to transfer the 
functions of the Boards of Guardians to larger bodies — the County 
Councils. Just as the Poor Law Commission of 1834 resulted in 
the area of administration being enlarged from the parish to the 
union, the Act of 1929 enlarged the area from the union to the 
county. In the matter of roads the same principle applied, as it 
was necessary to have the administration entrusted to larger 
areas, the County Councils of rural and urban districts. The Act, 
in short, enlarged the area of administration and made the 
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mac'liinery more efficient to prevent the considerable diversity of 
rates wliicli up to the passing of the Act then prevailed. Industry 
was relieved of part of the burden of local rates by the de-rating 
of certain properties. Industrial and mining properties were rated 
at one-quarter their assessable value and railways were rated also 
at one-quarter their assessable value, but the money saved m the 
latter case was to be devoted wholly to the reduction of freight 
charges on certain classes of goods. Agricultural buildings and 
lands were under the iVct entirely exempt from local rates. The 
Central Exchequer undertook the vast expenditure on Poor Relief 
and Highways to a more equitable degree by means of grants. 

The system of grants in Great Britain is of special interest and 
importance. Before 1888 the grants-in-aid of particular services 
were given annually by Parliament from the National Exchequer 
to local authorities. These grants were appropriated to certain 
objects, as, for example, half the cost of pay and clothing for 
police and of salaries of Poor Law officers. Under Lord Goschen’s 
scheme of assigned revenues these dUect grants-in-aid were 
abolished and the proceeds of certain taxes such as local licence 
duties as well as 50 per cent of the proceeds of probate duty were 
allocated to local authorities. In 1894, on the abolition of the 
probate duty, an increasing sum was granted from the estate 
duty. The receipts of these assigned revenues were paid into a 
fund called the Local Taxation Account and were distributed in 
such a way that each authority received the licence duties collected 
within its jurisdiction, and the proceeds of the estate duty and sur- 
taxes on beer and spirits which were added subsequently were 
distributed in proportion to the discontinued grants received by 
each local authority in 1887-88, In addition to these grants, 
percentage grants were given, as, for example, in respect of the 
expenditure under the Agricultural Rates Acts of 1893 and 1923. 
The criticisms of the Geddes Committee on National Expenditure ^ 
in connection with percentage grants are so apposite that they 
deserve quotation m extenso : 

The advantage claimed for the percentage grant system is that 
it provides a stimulus to authorities to improve the efficiency of 
their services ; in fact, it is a money-spending device. 

The vice of the percentage grant system is that the local authority, 
which alone can really practise economy in these services, loses 

1 Cmd. 1581 (1922), pp. 105-6. 
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much of its incentive to reduce expenditure, especially when the 
larger proportion is paid by the taxpayer through the Exchequer. 
The deciding voice as to what money shall be spent is not that of 
the Government or the House of Commons, but that of the local 
authorities. The Departments are thus in great difficulties in 
framing estimates, for these are based on anticipations not of what 
the Department itself wiU do, but of what hundreds of local 
authorities may do. The weakness of divided responsibility is 
manifest throughout. 

If the Government were to attempt to impose a real and elective 
check from the point of view of efficient administration as well as 
audit, it would result in an enormous increase in bureaucratic 
control. It would mean a detailed scrutiny of accounts and an 
examination of all new expenditure. This would tend to overload 
the central machine, diminish local responsibihty, and lead to 
greatly enhanced administrative cost. We do not suggest that the 
local authorities are negligent, nor do we suggest that they have 
not been directed to incur expenditure in conformity with a pohcy 
which, if left to themselves, they would not have incurred. We 
consider that tSe percentage grant should be abandoned in the 
interests of economy and be replaced by fixed grants or by grants 
based on some definite unit. Even though it were necessary to 
maintain the charge to the taxpayer at its present very high level, 
which we do not admit, the change would still, in our opinion, be 
very beneficial to the country by : 

(i.) Increasing the incentive to local authorities to economise. 

(ii.) Kestricting the growth of the demands on the taxpayer. 

(iii.) Enabling staff economies to be effected at headquarters. 

In the case of the grants to local authorities for housing purposes, 
the system adopted has gone even beyond the percentage grant 
at its worst. Here the local authority has lost all financial incentive 
to effect economy, because the annual loss in excess of a Id. rate, 
say, Ul^hs of the total, is entirely at the cost of the taxpayer. 
Here we have a vast partnership in a property. The managing 
partner, viz. the local authority, has absolutely no financial incentive 
to economy, as no saving he effects redounds to his own benefit. 
The taxpayer, through the Exchequer, pays the whole excess, which 
is estimated at 10 millions a year for sixty years. 

The principle of giving grants according to the needs of the 
locality is to a certain extent seen in the case of grants under the 
Education Act of 1918. The grant consisted of (i) a capitation 
grant with varying percentages in regard to different classes of 
approved expenditure ; (ii) a defi.ciency grant in case the sub- 
stantive grant fell short of the total net cost ; (iii) a high rated 
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area grant in the localities where the education rate was in excess 
of 3s. 6d. in the pound or one-half the excess. But the system 
of rating generally until the reforms of 1929 was anomalous. 
That system did not take into account the requirements of a 
particular locality or its ability to meet these. They were based 
particularly in the case of percentage grants on expenditure and 
tended to give most to the areas which were richest and spent 
most, while the remaining grants rested on an arbitrary principle 
of division stereotyped in most cases many years previously and 
therefore completely out of date. The borough of Middles- 
brough, for example, received 26 pence per head, whereas 
Hastings got 109 pence. The Act of 1929 provided for the dis- 
continuance of miscellaneous grants, including the percentage 
grants for health services, maternity, and child welfare, as well as 
for the maintenance of the scheduled roads. It replaced them by 
an ''all in ” block grant which is revised at the end of every 
quinquennium. The absurdly clumsy machinery of the old taxa- 
tion account is dispensed with. The block grants leave greater 
freedom to local administration and they ensure a greater degree 
of responsibility by leaving the burden of extravagance to fall 
directly upon the ratepayer. The principle of calculation is 
simple. It is calculated on a capitation basis taking into consider- 
ation various factors so as to make it larger for the poorer and 
distressed areas where expenditure is necessarily heavy. The 
rateable value per head of the locality is taken into consideration 
in judging its richness or poverty. The rateable value cannot 
indicate the expenditure which an authority is required to meet, 
and therefore allowance is made for the following three factors : 
(i) the number of children under five years of age per one thousand 
of the population ; (ii) the percentage of population unemployed ; 
(hi) the population per mile of public road. Usually the last 
factor is significant in rural areas where highway services absorb 
a larger percentage of local expenditure. These factors arc com- 
bined into a formula so as to widen the capitation basis upon 
which the grant is calculated. The formula on which the dis- 
tribution is based is briefly as follows : 

Let p =the population of a county in the standard year. 

c =50 or the number of children under 5 per 1000 of the 
population, whichever is greater. 
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Let a = 10 or tLe rateable value iu tlie pound per head of 
population according to the valuation list in force 
on 1st October 19*29, whichever is the less, 
m =The number of persons per mile of public road, 
u =1-5 or the percentage of unemployment, whichever is 
the greater. 


Then (1) if m is greater than or equal to 100 the weighted 
population is, 

/, c~50 10 -a' 

pi 1 + + 

50 10 . 

or (2), if m is less than 100, 
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The scheme is made to work out gradually. For the first five 
years beginning with the year 1930 three-fourths of the grant 
was based on the existing distribution and only one-fourth 
according to the new formula. The proportion was so in- 
creased that at the end of fifteen years the whole grant will be 
distributed on the new basis. The interests of local authorities 
are safeguarded by a guarantee that the ratio of the Exchequer 
contributions to the rate-borne expenditure of a county will be 
maintained at a more or less constant level. The importance of 
the new scheme can best be appreciated when we remember that 
in 1926-27 the total expenditure of local authorities from Govern- 
ment grants and rates was 29 : 53, whereas under the new scheme 
it would have been in that year 29 : 32. The block grant is 
supplemented by a special subsidy, if necessary, for needy 
localities, provided proper safeguards exist, and it secures a 
minimum standard of service without imposing a heavy burden 
on any locality. It also gives a considerable measure of auto- 
nomy without encouraging extravagance, and it provides for 
economy and enterprise. The relative importance of the grants- 
in-aid and of the block grants not allocated to specified services 
may be seen from the following table, which shows the direction 
of expenditure and the method by which it is met : 
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Local Taxation — England and Wales. 1931-32 
(£ millions) 



Current 

Expoiidi- 

tiire 

Specific Income 

i 

Balance 

Item 

From Fees, 
Tolls, Dues, 
etc 

C overii- 
111 cut 

C rants 

provided 
from Local 
liatcs 

1. Tradmg services (tram- 

117 

113-1 

2-7 

1-2 

ways, water - works, 
gas-works, electricity 
supply, harbours, 

other trading services) 





2. Education . 

85-1 

4‘1 

42-1 

38-9 

3. Highways and bridges . 

51*9 

- 6 

18-9 

38-0 

4. Poor relief . 

30-4 

2‘1 


28-3 

5. Police 

22-3 

0>9 

10-G 

10-S 

6. Housing schemes 

40-1 

24-7 

12-3 

3*1 

7. Public health 

45-1 

5 

1-5 

38*6 

8. Mental hospitals and 

10-8 

2 


8-8 

mental patients 





9. Others 

32-3 

10 

2-3 

20 

10. Grants in relief of rates 



46-5 


(not directly allocated 
to specified services) 





Total 

435 

156-9 

136-9 

187-7 


Note — (1) Expenditure out of loans for capital works are excluded; (2) figures in 
columns d to 5 arc adjusted so that the total of each item equals the figure of expenditure 
under each head in column 2. Grants in relief of rates not directly allocated to specified 
services were in 1931-32 £46*5 millions, and should he deducted from the totals of columns 
3, 4, and 5, to arrive at the same total as in column 2, viz £435,000,000 

Wagner criticised the English system of local taxation when 
he pointed out that “ British local taxation excludes duties on 
articles of consumption, and hence it appears not better, but 
rather still more one-sided. The exclusive use of direct taxes is 
a defect. The English system can in no way be regarded as an 
example for the Continent.” ^ The German author considers that 
the simple British system of a rate on the annual value of real 
property is inadequate. It is suitable for that part of local taxa- 
tion which confers special benefits such as on the owners of fixed 
property, but for expenditure on education and other national 
objects, which confers a benefit on no one in particular, he believes 
the burden should be distributed otherwise, in order to secure 
equality of sacrifice, for example, by an additional rate on the 


Wagner, Finanzwissenschaft, vol. iii. § 164. 
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State income tax Zuschldge (like the centimes additionnels) or by 
indirect taxation like octrois. Wagner’s criticism regarding the 
large importance of the direct taxation of property in England 
for purposes of local taxation, is of course a fair one, but had be 
been alive to-day he would have been the first to appreciate the 
manner in which this has been rectified by the centralisation of 
certain services and by the new system of block grants in relief of 
rates. It is true that there are several avenues open to local 
authorities in taxing which on the Continent are practised, such as 
duties on articles of consumption, but the taxation of business has 
never been popular in Great Britain for local purposes and octrois 
would never be possible. The taxation of petrol or gasolene, 
vehicles, and amusements is centralised by the National Govern- 
ment, but although adopting this as a national and universal form 
of taxation it returns in the form of grants to local authorities a 
considerable amount of the revenue which abroad would be looked 
on as suitable for communes and other local authorities. Another 
critic thinks that too often stress is laid on the independence which 
the English method is supposed to secure to local authorities, “ I 
confess myself entirely unable to appreciate the weight of this 
argument. Why should it be more independent to impose Id. 
per £ on all rentals in the assessment roll, than to pay 1 per cent 
on all incomes detailed in the ‘ Kadaster ’ ? The argument that 
French and German decentralised Governments are kept in 
leading strings by centimes additionnels and Zuschldge, while 
in England they strike out freely a line of their own, seems to 
me to be empty rhetoric.” 

In Germany most of local tax revenue is derived from taxes 
on land, buildings, and business. Local income taxes are no 
longer popular, because they are unsuitable for local purposes 
and interfere with the federal tax which the states and localities 
now share. Public undertakings are run for profit, which reduces 
the direct tax burden of the locality. This is in contrast with 
similar undertakings in Great Britain, which are operated on 
minimum charges for the service. Any profit from these which 
is transferred to the relief of rates is regarded as an indirect 
tax. The position of local taxation may be gauged from a 
survey of the Prussian local tax system. Prussia is not far 
short of two -thirds of the total area and population of the 
Eeich. There is in Prussia the local supplement to the land 
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tax. The rate is expressed as a percentage, based on the 
need of the community or local authority, and averages 300 
per cent of the State tax without the 100 per cent surcharge 
which exists in the case of the State land tax. The house tax, 
which it is intended to discard gradually by 1940, is shared with 
the local communities. The State keeps a fixed amount, 50 
million marks ; and of the remainder 53 per cent is kept by the 
State and the balance, 47 per cent, goes to local authorities. In 
addition to these property taxes there are other taxes. There is 
a business tax which is levied by the local board of assessment, 
established in urban or rural districts, on the properties of business 
undertakings. The rates vary, but on an average for the profits 
tax the percentage increases are 500 if based on profits, on capital 
1000 per cent, and on wages 1600 per cent. These were the rates 
on 1st January 1933. Practically 824 per cent of local revenues 
in Germany are from real estate and occupational taxes, income 
and property taxes, and taxes on rents. The remainder, 17|-, is 
from general and selective sales taxes. The local tax on business 
is fixed by the local board of administration either on capital 
used in the business {KapitalsteM&r) or on the sum paid out as 
wages by the business {Loh7isum7nensteuer). The tax on itinerant 
stores or stocks of goods is levied by the local board of assessment. 
The personal tax based on the amount of annual income is collected 
locally for the use of local communities. The tax depends upon 
the income. Employers withhold the tax from wages and pay it 
to the local collecting agency. Similarly the tax on increments 
in the value of real estate, the amusements tax, the local beer tax, 
the liquor tax, the dog tax, the tax on hunting, and the tax on 
liquor permits, are assessed locally for the use of the local 
authorities. The table on next page shows the distribution of 
local taxation in the German Reich. 

It will be seen that local authorities obtain their revenue mainly 
from direct, but also, to a greater degree than is supposed, from 
indirect taxation. A large share of local taxation is derived from 
shares on the national taxes. Some taxes are levied by local 
authorities themselves and include the following : real estate 
taxes, occupational taxes, taxes on rents, taxes for the encourage- 
ment of building construction {Bauanteil), the increment of value 
tax (WertzuwacJissteuer), the local citizens tax, (Bilrgersteuer), the 
tax on motor vehicles, the amusement tax, and the dog tax, 
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Tax Revenue in Germany (1932-33) : Local Taxation compared 
WITH National and State Taxation ^ 



Local. 

State 

National 

Total 



(Million 

Marks) 


Customs duties 



1106 

1,106 

Income and Property taxes 

67(i-9 

512 

1138-9 

2,327-8 

Real and Occupation taxes 

1432 2 

515-9 


1,948-1 

Taxes on Rents 

373-7 

511 6 


885-3 

General and Selective Sales 

309 4 

262 S 

1115-4 

1,687-6 

taxes 





Transportation taxes 

123 8 

36 6 

185-9 

346-3 

Consumption taxes 

206-5 

208 

1425-3 

1,899-8 

Equalisation fee 

9 



9 

Total 

3191-5 

2046-9 

4971-5 

10,209-9 


There are other sources of revenue such as communal property, 
fees, special assessments, and public utilities. State governments 
are alive to the necessity of working municipal undertakings with 
as much profit as possible, and some of the best public under- 
takings in the world are to be found under the control of local 
authorities, especially municipal corporations in large cities. 

The first sections of the Prussian Communal Taxation Act of 
1893, the Kommunalabgabengesetz, usually known as the 
'' K.A.G.”, laid down principles which still hold good. The 
first sections of the K.A.G. provide that : 

(1) The communes are authorised, in order to cover their 
expenses and meet their needs, to collect in conformity with 
the conditions of this present law" fees {GebuJiren) and special 
contributions {Beitrdge), indirect and direct taxes, and to demand 
personal services.” 

(2) “ The communes must use the power granted to them 
of collecting taxes only in proportion as their revenues, and 
especially the product of the communal domain, as well as the 
resources put at their disposal by the State or the higher local 
authorities, are not sufficient to cover their expenses. This 
restriction does not apply to the taxes on dogs, on articles of 
luxury and other analogous objects.” 

(3) “ Industrial enterprises undertaken by the communes 

^ StatisHsches Jahrbiich fur das Deutsche, Reich, 1933. Of. Tax Systems of 
the World (Chicago, 1935), p. 348. 
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must, as a general rule, be administered so that the receipts 
may at least balance the expense incurred by the communes in 
connection therewith, including interest and sinking fund.” 

In France direct taxation forms 70 per cent of the total 
revenues. Indirect taxation amounts to 17 per cent, excluding 
octrois, which amount to 12 per cent. The French system of 
control is of interest because of the powers which the prefects as 
head of the prefectures wield. They can annul the decision of 
a municipal council ; they may suspend any official, the mayor 
not excepted ; the whole council may be suspended by him, and 
with the approval of the Minister he may dissolve it. Consider- 
able revenues are obtained from centimes additionnels on State 
taxes. Sixty per cent of the taxes of the Departments in 1930 
were surtaxes on State revenues — centwies ordinaires 48 per cent 
and centwies extraorddnaires 12 per cent. Similarly not far short 
of one-third of the local taxes are obtained from surcharges. The 
following tables show at a glance the sources of local taxes in France : 

Taxation in France other than ‘‘ National ” ^ 

Taxes of the Departments, 1930 

Million francs 


Centimes Ordinaires . . . . . . .2318 

Centimes Extraordinaires ...... 598 

Relief fund receipts (ressources ordinaires pour V assistance) 1171 

Road receipts {ressources ordinaires pour la. vicmalite) . 314 

Share in common funds and national taxes (parts surfonds 247 

communs et impots d’ ttat) 

Miscellaneous receipts (recettes ordinaires diverses) . . 113 

Departmental fees (taxes departmentales) . . 45 

Licence fees (produits des droits concedes) ... 2 

Total . . 4808 

Local Taxation, 1929 

Million francs 

Centimes additionnels ...... 2416 

Octrois and taxes in place of the octrois . . . 1269 

Share in the common funds (participation aux fonds 768 
communs) 

Revenues from public utilities ..... 547 

Road tax or payments in kind (prestation ou taxe vicinale) 532 

Fees for stands (droits de stationnement et location) (166) ; 354 

for the privilege of place (droits de place) (163) ; 
toll and surveying fees (droits de pmge mesumge et 


^ Source. — Table compiled by the French Ministry of Finance. Cf. p. 348, 
Tax Systems of the World (Chicago, 1935). 
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Million francs. 


jaugeage) (22) ; documentary fees [droits de expedition 
des actes administratifs et de ViStat Civil (3e) 

Municipal excises [produit des regies municipales) . . 298 

Miscellaneous taxes [taxes diverses prevues par la loi du 210 

5 avril 1884) 

Taxes authorised by law of August 13, 1926 [taxes 209 

autorisees par la loi du\Z aout 1926) 

Share in the price of cemetery concessions . . . 91 

Taxes on electricity and gas consumption . . . 70 

Taxes on slaughtering and on meat stamping . . 62 

Mining dues [redevance des mines) . . . . 53 

Dog tax ......... 31 

Tax on balconies [taxes sur les halcons et saillies) . . 16 

Amusement tax ....... 15 

Miscellaneous revenues [recettes ordinaires diverses) . 1798 

Total . . 8739 


It will be seen from this table that a large proportion of local 
taxation is obtained in France by imposing additional percentages 
or surtaxes on the national taxes. This practice is followed, as 
we have seen, by the Lander (or States) and the Gemeinden (or 
local authorities for communes) in Germany. It is in use in 
Belgium to-day, as, for example, in the case of taxes on income 
from personal property {taxe mobiliere), the tax on income from 
occupations {taxe ^rofessionnelle), the amusement tax, the tax on 
gambling and betting, and some miscellaneous taxes. In Japan 
no less than 52 per cent of the taxation of prefectures is obtained 
from supplements on surcharges and 35 per cent in the case of 
local authorities. This will be seen from the following table, 
which gives the details of the local taxation in Japan : 

Taxation in Japan other than National ^ 

Prefectures^ 1933 


1. 

Supplements to — 


Million Yen. 


Land tax 


66-5 


Income tax 


24-5 


Miscellaneous (licences, 

mining, bonuses, 

and 17-2 


patent medicines) 



2. 

Special tax on land 


9-1 

3. 

House tax 


37-8 

4. 

Licence fees . 


7-3 

5. 

Miscellaneous 


49*6 



Total 

212 


^ Source. — Financial and Economic Annual of Japan^ 1934 (Japan, Dept, 
of Finance). 



CH. XXXI 


LOCAL TAXATION 
Local Taxes, 1933 


755 


1. Supplements to National taxes — Million Yen 

Land tax ....... 38*3 

Income tax ....... 8*9 

Miscellaneous (licences, mining, bonuses, and 23 

patent medicines) 

2. Additional taxes to Prefectural taxes — 

Special tax on land . . . . . . 4-9 

House tax . . . . • . .53-8 

Licence fees . . . . . - . 6*6 

Miscellaneous . . . . . . .47-8 

3. Special taxes levied by cities, towns, and villages . 121-5 

Total . . 304-8 

Grand Total ' . . 516-8 


This method is followed, as we have seen, in the case of the 
income of District Boards in India. It is capable of expansion 
in some countries owing to the fact that this method of collection 
is economical and, on the whole, convenient. The proceeds are 
frequently collected by the National or State Governments and 
distributed to the local authorities according to a fixed standard. 
In Germany, for example, the National Government collects 
certain taxes, retaining a small percentage for the cost of collection. 
Out of 203*5 million marks, the proceeds of the tax on motor 
vehicles for the year 1930-31, the National Government retained 
only 8400 marks. The licence tax in France is a fixed and pro- 
portional tax. The fixed tax is the tax on the tax on each pro- 
fession, and it is determined by a schedule of rates that takes 
account of different indices such as the nature of the profession, 
the size of the commune in which the profession is practised, the 
number of workers, machines, etc. The proportional tax is fixed 
on the basis of the rental value of the dwelling and building or 
buildings in which the business is located. Individuals or com- 
panies conducting a business, an industry, or a profession in France 
not included in the exemptions established by law are liable for 
the tax. It is imposed in the communes in which the establish- 
ments or taxable premises are located and varies according to 
communes. It is shared among the department, the commune, 
and also the Bourses and Chambers of Commerce. In Prussia 
the business tax is levied on every business enterprise as we have 
seen, and is based on the profits or capital or wages. For the 
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profits tax and tlie capital tax payment is made quarterly, and 
on the total wages paid monthly. The rate for the communes is 
expressed as a percentage on the State tax, 500, 1000, or 1600 per 
cent as the case may be, the assessment rates varying very con- 
siderably in Prussia. Besides the business tax there are the tax 
on peddling, which is paid annually before beginning business, and 
also the tax on itinerant store or stock of goods. In the latter 
of these two State taxes the communes increase these rates by an 
additional amount. 

There is a great contrast between local taxation in this respect, 
between Great Britain and France, just as there is a great difier- 
ence between the south and east of India and the north and west 
of India. In France and the north-west of India local authorities 
prefer indirect taxation to direct taxation, while in Great Britain 
and south and east India local authorities prefer direct taxation, 
the direct taxation being mainly a tax on professions and trades, 
as well as on property. In some states of the United States 
professions taxes in the form of licences are levied, for example, 
in New York State on real estate brokers and real estate sales- 
men, on operators and on chauffeurs. The licences on the last 
two classes alone brought in $2-9 millions in 1932. 

It will be noticed in the table on local taxation for France that 
octroi duties were the second most important source of revenue, 
and it has been customary to levy such taxes in other countries, 
especially on the continent of Europe and in some parts of India, 
quite apart from other indirect taxes. It is difficult for English 
and American writers to appreciate the advantages of such a form 
of taxation which is regarded as a primitive form of taxation 
offending against most of the canons of taxation. The establish- 
ment or amendment of the octrois schedules require a greater 
knowledge of economic factors than is generally possessed by 
municipal boards, and there is the danger inherent in such 
schedules that they may be made in the interest of particular 
sections than in the interest of the communities at large. They 
are, too, a restraint on trade. They are very ancient, as, for 
example, they were levied on wines and certain articles of food 
imported into or exported from Roman towns. In recent years 
there has been a decided tendency to restrict the collection of 
such duties in favour of a tax on land and houses, a professional 
tax, the taxation of markets, and a sales tax. In Belgium the 
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octroi was given up because of its being a hindrance to trade. 
The agitation for the abolition of octrois began in 1839, and 
resulted in the legislation of 1860, w^hen it was no longer necessary 
to chronicle the intestine war of tarifis. “ Six declarations, six 
formalities, six transit dues ”, said M. Lichald before their 
abolition, must be paid to transport a bottle of wine from 
Brussels to Liege.” ^ U}3 to 1923 the National Government in 

Italy received a share in the octroi duties, but by decree of 1923 
the communes were given the sole right to levy such duties in 
lieu of Government subsidies, and by the Italian tax code which 
came into force in 1932 all octrois were abolished, as has been 
noted in Chapter XXVII. The worst features of the octrois 
are the ad valorem assessment and the delay in delivery resulting 
in damage to goods combined with the difficulty of getting re- 
funds. In Trance the duties on account of their inconvenience, 
high cost of collection, and heavy incidence on the poorer classes 
have been unpopular. Frequent suggestions have been made for 
their abolition, but owing to the difficulty of finding out necessary 
substitutes this has not been possible. A policy of gradual sup- 
pression of octrois is in operation. The French system, how- 
ever, provides for prompt refunds in the case of re-exported 
articles. The duties being an impediment to trade and industries 
also raise the price of articles of common use, and for this reason 
have been abolished in Holland, Denmark, Norway, Sweden, 
and other countries. The main argument for their retention is 
perhaps that they are an important source of local revenue and 
their incidence is shifted little by little on to the consumer. If it 
is not possible to substitute such taxes as a tax on property, a tax 
on professions, and a tax from letting stalls in municipal markets 
coupled with the taxes of private markets and a sales tax on 
total turnover (on wholesale or retail transactions or on both), 
limitations should be imposed on the use of octroi taxes as far as 
possible. A terminal tax, which is an octroi without refunds, 
would be productive although inconvenient to collect. If there- 
fore taxes are to be levied, either octroi or terminal taxes, the rates 
should be low, and to prevent the tax from becoming a transit 
duty refunds should be promptly given on exported goods. 
Areas should be made also for bonding goods intended for through 

^ Louis Richald, Les Finances cominunales en Belgique, vol. i. p. 135 (Brux- 
elles, 1892, 4 vols.). 
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transit. Care should be taken to see that the stah is well paid 
and efficiently controlled, and no interference should be possible 
in the way of local pressure on officials. Tolls are sometimes 
levied and may be justified when they form a part of a scheme for 
the taxation of vehicles, and as far as possible they should be 
abolished in favour of the taxation of vehicles. Tolls are fre- 
quently levied by cities to counterbalance the terminal tax on 
goods arriving by rail, but the objection to tolls which supplement 
consumption taxes is that they are an impediment to traffic and 
trade. These taxes on trade are often an obstruction to inter- 
state or inter-provincial traffic. 

In a previous chapter a reference has been made to the taxa- 
tion of site values.^ For local purposes a special tax on the value 
of land apart from any structure on it has proved to be a useful 
subsidiary source of revenue. Site values have increased and are 
increasing rapidly in large cities, and also in towns. Owners of 
land gain more from local expenditure than other taxpayers. 
Why, therefore, should the tax not be generally imposed ? It 
will not check improvements. Site value being a difierential 
rent, a tax on it cannot be shifted. A tax on differential rent does 
not interfere with the supply of land. It does not, in short, 
affect production. The popularity of this tax in many countries 
as a source of revenue has increased in recent years, especially in 
Australia and in Canada. As a rule in Australia it is customary 
to use this as a source of State revenue rather than of local. In 
Prussia, there is a tax on the improved real estate not used for 
agricultural purposes under the house tax. It is based on 300- 
920 per cent of the land tax. The tax is levied both by the State 
and communes. Similarly in Italy there is a tax on unearned 
increment on real estate levied by the communes. It is based 
on the difference between the market price following improve- 
ments and that preceding improvements. The rate of tax is not 
to exceed 15 per cent of the increments, or the total paid by 
proprietors must not exceed 30 per cent of public expenditure. 
The tax for the unimproved values of land is an excellent tax for 
local purposes in cases where cities are spreading rapidly and the 
value of the land increasing by leaps and bounds without any 
effort, inteUigence, or risk on the part of the owner. 

In several countries an income tax has been imposed as a 
^ Chapter XIX. 
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source of local revenue. In the United States, for example, 
Massachusetts, Mississippi, Missouri, New Hampshire, Georgia, 
North and South Carolina, North Dakota, Oklahoma, Vermont, 
Virginia, and Wisconsin have a local income tax on individuals 
or corporations or on both, in addition to the Federal income tax. 
Expert authorities have suggested an income tax of this nature as 
more satisfactory than the general property tax. It is more used 
by the states than by purely local authorities. In Wisconsin, 
however, to take one example, there is a graduated income tax on 
the incomes of individuals and corporations from 1 to 7 per cent : 
40 per cent is retained by the State and 10 per cent goes to 
counties, while 50 per cent goes to the cities, villages, and towns. 
In Prussia, in addition to the German national income tax, there 
is a personal tax on the amount of annual income, the tax vary- 
ing with the size of income. It is assessed locally. In the 
cantons of Switzerland a tax on income for use by local authorities 
is not unknown, as, for example, in the canton of Baselstadt. By 
the law of 6th April 1922 there is an income tax varying from 
5 to 12-| per cent in the municipality of Basel, and a tax in two 
other communities varying from 0*25 to 6-25 per cent. Com- 
munities, except the municipality of Basel, are authorised to 
collect a local tax. In Berne by the legislation of 1920 and 1926 
there is a State income tax of 4-65 per cent, and a local tax is 
levied on the basis of the State tax and it varies according to local 
requirements. In Zurich there is a graduated income tax under 
the laws of 1922 and 1928 which is graduated from 1 to 6 per cent, 
and local communities may raise up to 250 per cent of the State 
tax for local purposes. Similarly in the canton of Geneva in- 
come tax is levied from 1 to 8 per cent. There is a 10 per cent 
surtax for single persons with incomes of over Frs. 10,000. Local 
communities are authorised to collect an additional tax on the 
basis of the State tax. In Finland the income tax was by far 
the most important source of local taxation in 1933. The rural 
and municipal income tax produced nine-tenths of the local 
taxation. In Denmark this tax {the Personalige Shatter) was 
two-thirds of local taxation, and in Sweden the tax is also of some 
importance. In municipal taxation the local income tax is some- 
times one of the chief sources of revenue, as in Finland, Norway, 
and Sweden. In Holland, as has been seen,^ the Government 
^ Cf. Chapter XVI, para. 2. 
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prohibited local income taxation in 1929 for local purposes, and in 
its place created a communal fund from which grants are made to 
local authorities. The difficulties of a local income tax are 
the impossibilities of accurately localising income and the danger 
of evasion by migration on the part of the taxpayer to areas where 
a lower rate of local income tax obtains or where there is no tax 
at all. We are sometimes apt to underestimate the value of high 
local taxation in preventing people from bunching together in 
crowded areas. High taxes spread them in the suburbs of large 
towns. In a British Official Report it is stated of the Prussian 
income tax that ‘‘ The system prevailing in Prussia is thorough 
and just and that the poorer classes were relieved of this tax. 
It also referred to the honesty prevailing in the self-assessments 
of those enjoying an income over a prescribed limit which was '‘a 
surprise even to the optimists Here again local conditions 
play a considerable part in the determination of whether a local 
income tax is to be preferred to, for example, the system of rating 
as in Great Britain. Rating is held to be a more equitable mode 
of assessing local benefit than a local income tax. A local income 
tax, on the other hand, is of far greater productiveness and con- 
venience than octrois. Nevertheless, a local income tax has 
certain disadvantages, such as the fact that incomes are frequently 
derived from sources outside the locality and consequently are 
not effected by local improvements. It is also a difficult basis of 
assessing the great body of wage-earners who are benefited by 
local expenditures. It is also difficult to apply in the cases of 
banks and businesses which are merely represented by branches 
in the locality. These, however, could, as in New York and other 
states of the American Union, be separately taxed. A local 
income tax would never be possible in England, because rating 
is thought to work well on the whole and to have less diffi- 
culties than those of a local income tax. 

Miscellaneous taxes for local purposes include a large mis- 
cellany such as is to be found in the Commonwealths of the 
American Union where direct and indirect taxes are levied by 
local authorities. There are, for example, direct taxes levied on 
banks and other corporations either on net income or on the 
privilege of being permitted to do business within the areas. 
There are amusement taxes, gasolene taxes, taxes on horse-racing, 
on beverages, alcoholic and non-alcoholic, tobacco, electricity. 
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motor vehicles, and taxes on sales. On the Continent there are a 
large number of taxes apart from the taxes on land and buildings. 
In addition to those already mentioned, there are one or two 
others of importance, such as the taxes on domestic servants and 
meat taxes. Thus in the communes of Italy there are to be found 
taxes on domestic servants, animals, meat, and public notices. 
In France there are many taxes such as those on animals, dog 
taxes, and collection of taxes established by the Law of 13th 
August 1926. In Germany, apart from the taxes discussed above 
there are, as in Bavaria, indirect taxes such as meat taxes on the 
slaughtering of animals, on the importation of meat, and on wild 
game that has been brought down at the chase. In Prussia are 
to be found such taxes as the amusement tax, the local beer and 
liquor tax, the dog tax, a tax on hunting, and liquor permits. To 
give an analysis of these taxes in various countries would bewilder 
and terrify the reader. 

Lastly, some forms of direct taxation are unsuitable as sources 
of local revenue. Of these the inheritance tax, the taxation of 
companies or corporations, and the taxation of income are per- 
haps the best examples. It is preferable for national govern- 
ments to collect the income tax and to share it with local author- 
ities if necessary, or to permit these authorities to levy centimes 
additionnels . Certain forms of indirect taxation, as has been 
noted above, are also undesirable, such as excise duties, since 
these are liable to evasion and may interfere with federal or 
state taxation of the same character, as well as being liable to 
give rise to corruption. A local sales tax is also undesirable. 
A limit of profit to be permitted to municipal public utilities is 
often required in order to prevent these from making unreason- 
ably high profits, which are then in the form of indirect taxation. 
The present attitude towards the taxation of a long list of 
subjects such as we find in certain Swiss cantons and Czecho- 
slovakia has already been referred to in dealing with octrois. 

3. Some Principles of Local Taxation 

Local taxation varies considerably from locality to locality. 
This inequality results from several factors. A local authority 
may perform greater services than a local authority in another 
area. The same service may cost more in certain districts than 

VOL. II R 
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in others owing to topographical disadvantages. Some local 
authorities may have endowments or voluntary or special con- 
tributions to meet expenditure on certain public undertakings, 
and thus may be in a position to levy less rates or local taxes. 
In some places the extent and therefore the expenditure on 
national or quasi-national services may be greater than in others, 
as, for example, in regard to ]D^biic assistance. Some districts 
may receive a greater yield from capital invested in the past, while 
others find themselves compelled to undertake public works which 
may be paid out from revenue or capital or from both. Lastly, 
the variation in tax rates may be due to the relative efficiency of 
local authorities. The notorious extravagance of some authorities 
resulted in high rates in those areas. The word “ Poplarism ” in 
Great Britain was coined to denote extravagance and inefficiency 
of this sort. 

The principle of local taxation has sometimes been distin- 
guished from the principle of national taxation on account of the 
gi'eater importance attached in local taxation to the benefit basis 
of the impositions. It is sometimes said that it is easier to trace 
the advantage accruing to owners of property in a given locality 
than it is to trace the benefit conferred by national taxation. 
Therefore, it has been said, real property is on the whole a fair 
measurement of the benefit derived from local administration. 
This, however, is not quite correct, because much of the expendi- 
ture of local authorities to-day is of a national or quasi-national 
nature. In the Scottish distressed areas the British Exchequer 
is bearing 95 per cent of the cost of relieving the able-bodied who 
come within the scope of Part II. of the Unemployment Act, 1934, 
and only 5 per cent, therefore, of the expenditure on able-bodied 
poor is met by the local authority. Grants-in-aid similarly relieve 
local expenditure to a large extent. Thus in 1930-31 Govern- 
ment grants in England and Wales amounted to over £130 
millions, excluding £7 millions in respect of capital works. Public 
rates in the same year were £149 millions. The total expenditure 
other than from loans on capital works was £432*7 millions. These 
figures show the importance of Government grants in aid of the 
cost of specified and non-specified services under the Local 
Government Act, 1929.^ 

Property is not always in local taxation a fair index of the 
^ Statistical Abstract for XJ.K., Cmd. 4489, 1934, pp. 191, 196, and 199. 
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occupier’s ability to pay. A man with a large family and a 
relatively small income may have to live in a large house. He 
may also have to live in an expensive area in order to conduct 
his profession or business. Doctors or dentists are cases in point. 
The value of a house, therefore, is not necessarily an indication 
of the occupier’s ability to pay. Another objection to the rating 
principle is that it is particularly heavy in poorer districts, and 
it thus imposes a relatively greater burden on investors in capital 
and property in these districts. In this regard, however, so far 
as the burden on landlords goes, the tendency is that if the rates 
are of long standing these will become capitalised. The old rule 
'' an old tax is a good tax ” or no tax clearly applies to old rates. 
The inequalities mentioned, too, are in some degree removed by the 
system of grants-in-aid in the British system. Another objection 
to the principle of rating is that already recognised by the Local 
Government Act, 1929. If local rates are high, many manu- 
facturers will tend to shift their places of business to less heavily 
rated districts. By the Local Government Act of 1929 industry 
was relieved of part of the burden of local rates by the de-rating 
of certain properties, and contributions on a fair basis were given 
to the upkeep of roads and public assistance or poor relief. 
Agricultural buildings and land are now entirely exempt from 
local rates ; industrial and mining properties are rated at one- 
fourth of their assessable value ; and railways were similarly 
rated at one-fourth, but the money saved is devoted to the 
reduction of freight charges on certain classes of goods. The 
comparative advantages of rates, octrois, and a personal income 
tax have already been dealt with above. 

4. The Executive in Local Finance 

Another feature that emerges from a survey of local taxing 
authorities is the necessity at the present time of separating 
purely executive functions from municipal and similar councils. 
This is imperative in view of the growing importance of local 
finance, and it is essential to concentrate authority as far as 
practicable and to define, if not to restrict, the powers of local 
authorities. Thus in the United States the fundamental principle 
of reform in city governments has been the attempt to fix respon- 
sibility by extending the power of the mayor, and while giving 
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him the power of an executive ^ it takes from the councils, as far 
as possible, their executive functions. In Germany this is best 
illustrated by looking at the Berlin municipal constitution^^ 
where the city administration is in the hands of an executive 
board, which is the executive for purely city affairs and also the 
State’s representative for State functions. In the former it is 
responsible to the municipal council, and in the latter to the State 
Government. This executive (the Magistrat) is not bound to 
carry out the will of the city council, and it has the right, and, 
if the council wishes, may be required, to send representatives 
to the meetings of the council. When the mayor (who has the 
right of veto over the board’s decisions) is in conflict with the 
board the ultimate decision rests with the Supreme Administrative 
Court. In cases where differences arise between the executive 
board and the municipal council the Supreme Administrative 
Court is the first and final authority. In the cases of other 
municipalities the general rule is to appeal to the district com- 
mittee as an administrative court, and finally to the Supreme 
Administrative Court. All members of the executive board, 
salaried and unsalaried, are elected by the city council. The 
municipal council’s powers are not defined in the Act, but are 
limited in so far as powers are vested in the executive board and 
by the general sphere of municipal action through standing 
committees — the deputations — made up of city councillors and 
private citizens elected by the city council, and to which the 
executive board adds a number of its members. As one authority 
expresses it, '' We have here one of the peculiar characteristics 
of the Berlin administrative system. It is an attempt to bring 
about a personal imion between the executive and legislative 
branches of the city government and the general body of 
citizens.” 

The constitution of some commonwealths ^ in the United 
States forbids the State legislature (1) to allow any local body 
to lend its credit to other local bodies, counties, cities, boroughs. 


^ E.g. the Act for “ the Government of Cities of the First Class ” in 
Pennsylvania, known as the Bullett Act, 1885. 

^ Cf. Von Kaufmann’s Die Kommunalfinanzen (2 vols., Leipsic, 1906) ; 
Dawson’s informing Municijpal Life and Government in Germany ; Shaw’s 
Municipal Government in Continental Europe, especially Appendix II. “ The 
Budget of Berhn 

3 E.g. the Constitution of Pennsylvania. 
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townships, or other incorporated district ; and (2) to assume the 
indebtedness of any local body except in the case of insurrection 
or invasion. No local body is permitted to increase its indebted- 
ness beyond a certain statutory percentage of the assessed 
property valuation without the consent of the electors at a public 
election,^ or to contract a debt except by providing for the 
collection of a tax to meet interest payments and the repayment 
of the principal within thirty years. “ This has been done to 
check waste. It is a policy that has not been altogether success- 
ful. The fixing of a maximum tax rate has sometimes been an 
incentive to borrowing and to make future generations pay. In 
France ^ the raising of extraordinary taxes or the contracting of 
loans as well as the approval of the local Budget requires higher 
sanction — in the case of communes by the Prefect, or in the cases 
of larger communes by the President of the Kepublic. In Italy as 
in Belgium the control over resolutions of the municipal council 
belongs to the permanent delegations or deputations of the pro- 
vincial council. This has a stimulating effect on local taxation. 

A strong executive in regard to taxation and financial advice 
is now essential. Some one of authority, not a mere accountant, 
but one well versed in pure finance, the loan market, and general 
principles of expenditure and taxation, is necessary to say '' No 
an authority which will be regarded pretty much as H.M. Treasury 
among Government departments in Great Britain. A careful 
scrutiny of the Budgets before approval and before the year 
commences, an examination of the appropriations or accounts 
after the close of the year, and a scrutiny of proposed loans ^ 
should be general. An efficiency audit is required, as this looks 
at results obtained and discovers when they are an imsatisfactory 
return for the money which has been spent. A detailed survey 
or inquiry into taxation with a view to economy is advantageous 
and should be undertaken once in every quinquennium by 

^ Limited to 2 per cent above the statutory 7 per cent. This can be 
avoided by increasing the valuation of the taxable property. 

- Constitution of Pennsylvania. 

3 Cf. The French Municipal Code (Shaw, Municipal Government in Con- 
tinental Europe, Appendix III.). 

Cf. English Local Loans Act, 1875. Unfortunately in Groat Britain 
private legislation in regard to this has not been boneilc’ial in tho long run. 
Parliament has been much too lax ; cf. the absence of this in France and 
Germany. ^ In Prance and Germany recourse is not had to a central department 
but to a higher local authority ; cf. London County Council, which can sanction 
loans proposed by the London Borough Councils, 
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an impartial authority. Otherwise there may be waste of 
local funds and high taxation owing to unnecessary expendi- 
ture and local indebtedness mounting up more quickly than 
income from rateable property.^ Profits, too, which are made 
from municipal trading should be regarded from a com- 
mercial accounting point of view, due allowances being made for 
depreciation, sinking funds, etc. Occasional and amateurish 
inquiries have not the bracing effect on local taxation which 
expert inquiries have, as the latter give full and authentic in- 
formation upon the merits of expenditure as well as its legal 
propriety. One’s finger can thus be put on unnecessary expendi- 
ture and taxation. The existence of such a curb on municipal 
enthusiasm is advantageous. It prevents illegal expenditure, 
and compels adequate expenditure on education and all other 
matters of public administration. Above all, it keeps local 
taxation within reasonable limits.^ 

Lastly, there is the question of jurisdiction in local taxation. 
In Great Britain in recent years there has been a federation of 
smaller units into a large unit to deal with common interests, 
and this has increased considerably the efficiency of the executive 
both in England and Wales and in Scotland. For example, 
education in charge of County Councils has led to the administra- 
tion of small areas into one large area, all the chief officers of 
which are available for consultation and advice in regard to 
educational buildings, health of children, and various other 
matters connected with education. Not only is this the case 
with executive officers but also with regard to non-officials in 
the elected Council, who have perhaps a wider outlook and more 
experience in the various walks of life than had the members of 
the old school boards. At the same time the areas should not be 
too large. In Europe there has been a growth upwards to larger 
areas. The reverse of what is taking place in Europe is to be 
found in India. There are 682 local boards or one to 1494 square 
miles, while in France approximately 37,962 communes or one to 

^ “ The Growth of Municipal and National Expenditure and Local and 
Imperial Burdens ”, Lord Avebury, Journal of Royal Statistical Society, 
vol. Ixiv., 1901. 

^ Cf. Percy Ashley, “ The Financial Control of Local Authorities ”, p. 182, 
Economic Journal, vol. xii., 1902. Cf English Local Government Act, 1894, 
and the “ adoptive Acts ” for the establishment of libraries where local 
authorities in Prussia cannot increase the addition to the State income tax by 
100 per cent without sanction. 
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only 6 square miles. The large jurisdiction of local bodies gives 
rise to great difficulties in local administration, especially in regard 
to taxation, since the ease in raising contributions for local pur- 
poses increases, other things being equal, with the decrease in the 
unit of taxation. 
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THE GENERAL CHARACTERISTICS OF PUBLIC DEBTS 

1. The Classification of Public Debts 

We now turn from the problem of finance by taxation to the 
problem of finance by borrowing. It is necessary here to resume 
the threads of discussion on the theory of public debt or public 
credit which was discussed in Chapter XI of Book II and to 
analyse in somewhat greater detail several of the unsettled 
questions of public credit. 

In financial literature the term ‘ public debt ’ has not always 
the same meaning, and care must be taken in using the term to 
see what it actually means in the circumstances of each case. In 
the official returns of countries the term varies in meaning so that 
comparison of the financial debts of countries is not always poss- 
ible. Some countries, for example Great Britain, include war and 
relief debts between one state and another in the public debt ; 
others, as for example Italy, exclude war debts from the ofiicial 
returns. Reparations, except in the case of Bulgaria, are 
ordinarily excluded. In other directions comparisons are vitiated 
because the gross amount of debt is given in some cases, while 
in other cases the net amount of debt, after deducting sinking 
funds and securities withdrawn but not yet cancelled, is shown. 
Debts to Central Bauks are not always given in the official state- 
ments. There is no uniform practice of showing annuities, since 
some countries show the total sum of the annuities to be paid 
while others show the present value calculated at varying rates 
of interest. The exact distinction between internal or domestic 
debt and external or foreign debt is not uniform in all countries. 
Some countries use the term foreign debt to mean debt floated 
in countries abroad. Other countries would include all debt 
which is held by bondholders abroad ; in other words, the 
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country of residence is the determining factor. In some cases 
debts due to domestic banks which have raised funds abroad 
are classified as foreign debt. 

The distinction between funded and floating debt is not 
always the same in all countries. Funded debt is frequently 
defined as debt the repayment of which will be made by the 
State at some distant date after due notice according to the 
terms of the prospectus issued at the time of the loan. Funded 
debt is frequently used in the sense of permanent debt — all debt 
raised by Government in the open market which, at the time when 
it is raised, has a currency of more than one year. Another 
definition — the definition used in the British Accounts — is that 
debt which has no fixed date for repayment, the stockholder 
having no claim to the repayment of the principal. The State 
may, however, repay the loan after a fixed date subject to notice. 
Thus it includes Consols, certain debts to the Banks of England 
and Ireland, the 4 per cent Consolidated Loan, the 3|- per cent 
Conversion Loan, and the S-l per cent War Loan. Thus ‘ Gos- 
chens ’ were guaranteed only against redemption before 1923. 
The 3J per cent Conversion Loan is redeemable only at the option 
of the Government after 1961 and not at any fixed date. No 
debt is perpetual in the sense that it can never be repaid since 
the Government reserves an option to repay on or after a fixed 
due date upon the terms laid down at the time of the issue of 
the loan. Prior to the War almost the whole of the debt was in 
this form, but since 1914 there have been only the 3-| per cent 
Conversion Loan, the 4 per cent Consolidated Loan, and the 3| per 
cent War Loan. Consols owe their origin to the passing of an 
Act of Parliament in 1751, when five different loans and certain 
annuities were consolidated into one stock bearing 3 per cent 
interest. The fund in the eighteenth century consisted of receipts 
from taxes appropriated to the discharge of both interest and the 
principal of the loan. Gradually the term ' fund ’ changed from 
the security upon which loans were advanced to the principal of 
the loans themselves. Sometimes several loans and pledged 
funds were consolidated. Hence the expression public or con- 
solidated funds or consols, first used in 1751. Hence too the 
expression ' funding system ’ in English finance, which means the 
system or problems connected with the floating of permanent 
debt, including the issue of loans at par or at a discount and the 
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conversion of floating debt into permanent or funded debt. Un- 
funded debt is all debt other than the funded or permanent 
portion of the public debt. 

The unfunded debt in British financial parlance consists of 
those loans which are redeemable at a definite date with or without 
an option to repay at an earlier date. It includes in this sense 
floating debt, i.e. Treasury Bills ^ and Ways and Means advances. 
The advantage to Government of the perpetual form is that 
Government can redeem or amortise the loan at its convenience. 
But in the case of perpetual loans it is very unusual to repay the 
loan . Speculators as a rule prefer perpetual loans as the fluctua- 
tion in the prices of such loans are very considerable. Perpetual 
loans do not really yield a constant rate of interest, because if the 
rate is above that of the market rate, the State will convert the 
loan into a loan carrying a lower rate of interest. On the other 
hand, if the rate is below the market rate the sale value of the 
stock will fall. Trustees and other investors prefer long-term 
loans as it appears to give them a definite return on their capital 
over long periods. In some countries it is customary for long- 
dated government stocks to be trustee securities, which means 
that trustees are authorised to invest trust funds in these 
securities. In Great Britain under the Trustee Act of 1925 
consols, w'ar loans and other British Government securities, Bank 
of England stock, certain overseas Government stocks, certain 
debenture or preference railway stocks of Great Britain and India 
and certain British municipal stocks are of this nature. 

Floating debt is debt which is payable within a year. The 
League of Nations, however, regards floating debt as debt falling 
due within a period of less than two years from the date from 
which the debt was contracted. In Great Britain it is limited to 
Treasury Bills and to Ways and Means advances by the Bank of 
England to the Government. The dividing line between short- 
term and even long-term loans or public debts nearing the date 
of maturity is not always rigid, as short-term and even long-term 
loans approaching this date have the character of floating debts. 


1 Treasury Bills took the place of Exchequer Bills when the latter were 
discontinued in 1877. Exchequer Bills were first issued in 1696 and are not 
to be confused with Exchequer Bonds which wore introduced in 1853 by Mr. 
Gladstone. The original Exchequer Bills of 1696 were payable at any time 
on demand like bank notes. 
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Sometimes the expression short-term debt applies to debt inter- 
mediate between floating debt and long-term debt. In France 
the categories are permanent and long-term debt, short-term debt, 
and floating debt. Short-term debt is debt over a year and not 
more than ten years. In the United States the expression 
Treasury Certificates of indebtedness is applied to maturities not 
exceeding one year, while Treasury Notes apply to maturities from 
one to five years. Maturities exceeding five years are called 
Bonds. The expression deadweight debt means all public debts 
against which there are no particular assets. It, therefore, in 
British financial parlance includes all funded and unfunded debt 
and annuities but excludes ‘other capital liabilities’, which are 
debts for productive purposes or for certain capital works of a 
durable nature. The interest on the latter is met from votes of 
Parliament, instead of, in the case of deadweight debt, from the 
Consolidated Fund. Terminable annuities are not always shown 
in the same manner. There is no miiform practice of showing 
annuities, since some countries show the total sum to be paid, 
while others show the present calculated at varying rates of 
interest. Terminable annuities are relatively unimportant. In 
the case of Great Britain they consist almost entirely of the 
liability of the National Debt Commissioners to the public in 
respect of annuities sold for life and for a term of years. The 
issue of these annuities is in return for cash or Government stock, 
the cash is applied to the purchase and cancellation of Government 
stock, the instalment of the annuities being charged on the Con- 
solidated Fund. Annuities in Great Britain are now limited to 
life. A deferred or reversional annuity is one that does not 
commence until after a certain period of years or after the decease 
of a person. An annuity in possession is one that has already 
commenced. Tontines,^ named after the inventor Tonti, an 
Italian banker of the seventeenth century, are annuities shared 
by subscribers to a loan with the benefit of survivorship, the 
annuities being increased as the subscribers die, until at last the 
whole goes to the last survivor or to the last two or three accord- 
ing to the terms of the tontine. A Mr. Martin who was nominated 

^ For Toatines in. the United Kingdom see the invaluable Return of Public 
Income and Expenditure (No. 366, i. 1869), App. 13, p. 571. This return, in two 
volumes, is usually known as “Chisholm”, who was the chief clerk of the 
Treasury mainly responsible for the work. 
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a subscriber to a tontine and died in liis 92nd year, in return for 
£100 originally contracted, received as dividend for the preceding 
six months in January 1870, £3875 : 0 ; 4, and in July 1870, 
£3891 : 10 : 2. The amount originally borrowed by the British 
Government was £228,000 at 7 per cent. The principal of each 
subscriber (£100) lapsed at death, while the entire interest was 
divided among the survivors. 

Public debts may be classified according to the particular view- 
point under consideration. They may be classified according to 
(1) the period or duration of the loan — permanent or irredeemable 
debt in contrast to redeemable debt, long-term in contrast to 
short-term debt ; (2) the method of flotation — voluntary or 
compulsory loans ; (3) the place of flotation — internal as 

opposed to external debt ; and (4) the purpose for which the 
debts are contracted, such as productive or unproductive or dead- 
weight debt. 

It is possible to classify states into (1) those which borrow at 
low interest, the well financed states ; (2) states at moderate 
interest, i.e, those states which borrow freely but not beyond 
their resources ; (3) states of high interest whose debts are heavy 
and increase more rapidly than their resources ; and (4) states of 
excessive interest. Those of the last class are the defaulting or 
insolvent states. Dudley Baxter ^ classified the countries into 
groups such as these. In group (1) he included the states which 
paid, in 1874, 3 and 4 per cent interest, such states as the United 
Kingdom, the Netherlands, Belgium, Germany, India, Canada, 
Sweden, Australia, and New Zealand ; states of moderate interest 
(5 to 6|- per cent) included the United States, Prance, Russia, 
Chile and the Argentine, and the states paying high interest (64 
to 10 per cent) were Japan, ilustria, Hungary, Columbia, Italy, 
Egypt and Turkey. States paying excessive interest (above 
10 per cent) included Spain and Greece and a collection of Spanish- 
American colonies near the Equator. In 1874 Paraguay and 
Venezuela were paying on the market price of the loans 25 per 
cent, Greece 30 per cent, and Honduras no less than 66 per cent. 
This last class is a good example of Wellington’s maxim that high 
interest means bad security, or rather the converse, bad security 
requires high interest. Lord Rothschild, before the Select Com- 

^ “ The Kecent Progress of National Debts ”, Journal of the Royal Statistical 
Society^ vol. xxxvii., 1874. 
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mittee of the House of Commons on Foreign Loans, touched the 
core of the problem when he said “ The disease is the desire of 
people to get a high rate of interest lor their money Un- 
fortunately a proper insight into the facts of each investment is 
not always made, so that the causes justifying the higher rate of 
interest are sometimes overlooked. When a country has much 
floating capital, especially when it is in the hands of a few large 
owners, the tendency is to be satisfied with a moderate rate of 
interest provided this is accompanied by security. The larger a 
man’s wealth the more careful is he in the distribution of his 
capital, and as a rule he invests it in Government funds bearing 
a comparatively low but safe rate of interest. This enables him 
to be free from care and worry and to enjoy the other interests of 
life which the man of smaller fortune, eager to earn the most 
from his capital, cannot always follow. Men, it is said, do not 
become rich by investing in Government bonds ; they invest in 
Government loans because they are rich. It is not always the 
opinions current among a people or even among the investing 
class which settles the question of the rate of interest of another 
foreign country. Political and other influences have a great deal 
to do with this. The widespread practice of saving and investing 
in rentes by the rank and file of small capitalists in France and 
their thriftiness as well as their patriotic instincts account for the 
comparatively high prices which rentes maintain. The State 
which consistently meets its promises is in the front rank of 
borrowers, while those whose pledged word cannot be relied 
on stand at the further extreme. In an analysis of public 
debts (and public debts are as indispensable to-day as they 
were a hundred years ago) we see the importance of good 
feeling and confidence and the bad effects of one country 
making ugly faces at another. This prevents the free move- 
ment of capital between countries to a degree that is scarcely 
ever realised. 

The fundamental characteristic of a public debt is that it is 
contracted between the State as a borrower and the private owner 
of capital as creditor. Such debts are sometimes spoken of as 
commercial debts. The State enters into a contract to pay the 
interest and to repay the capital. The service of the debt 
becomes a first charge on revenue. The State cannot, by uni- 
lateral action by itself, modify the rate of interest or the conditions 
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of amortisation, nor can it inflate the currency to reduce the 
burden of its indebtedness unless it wishes to become bankrupt, 
and to receive a blow the recovery from which may take years, 
if indeed it can recover at all. Any financial operation under 
this definition which lacks the characteristic of voluntary borrow- 
ing on the part of the parties to the contract would not be regarded 
as a public debt. Forced loans and issues of Government currency 
notes are not in this view public debt. A forced or compulsory 
loan has many of the characteristics of a tax. The terms may 
have no reference to the credit market, these loans being resorted 
to only when the Governments are unable to borrow in the market 
in this usual way on normal terms. Forced loans can only be 
raised within the jurisdiction of the borrowing State and conse- 
quently they are limited in the operation. The use of Government 
currency and promissory notes, when these notes are made legal 
tender and forced into circulation, is in effect borrowing by com- 
pulsion. The issue of inconvertible currency is nothing more than 
the equivalent of a forced loan on the metallic money circulation 
in a country. It is a means of increasing very rapidly monetary 
circulation. There is the possibility of over-issue resulting in 
inflation and in the deterioration of the financial and economic 
health of the country concerned. The issue of inconvertible paper 
frequently inflicts incalculable loss on the community by the 
resulting inflation of prices with its violent effects on those mth 
fixed incomes and the poorer classes from whom a relatively 
greater contribution is exacted, as they are affected by the change 
in prices, especially of food, more than the rich, and their wages 
do not move in harmony with prices. Foreign trade is upset by 
the depreciation of the foreign exchanges, and indeed the whole 
of public credit is severely damaged. The experience of both 
Germany in 1922-23 and France in 1926 before stabilisation, have 
shown the damaging effects of this method of raising loans. 
Debts in the nature of unpaid bills for public works, pensions to 
the Civil Service, and indemnities are not public debts. 

In fiscal literature there is a difference of opinion with regard 
to war or inter-governmental debts. Some writers do not classify 
such debts as public debts because of the nature of these debts. 
“ Financial commitments M. Gaston Jeze says, “ of one state 
towards another such as war indemnities imposed by a victorious 
state upon the conquered or loans made by one state to another 
VOL. n s 
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in the pursuit of a common war or of any other common political 
goal, do not constitute a part of the public debt proper. These 
are political debts, and by reason of their origin and character are 
subject to a treatment different from that accorded to the debts 
owed to private lenders.” These inter-governmental debts owe 
their origin usually in pursuit of a common war, and there was a 
direct or indirect advantage to the lending country, which could 
not afford to see its ally starved of ammunitions or collapsing 
owing to the lack of adequate financial assistance. There is no 
voluntary idea of contract between the State and the individual 
lender of capital. On the other hand, there is an act of public 
borrowing between State and State. Without taking up the 
extreme position of so able a thinker on fiscal problems as M. Jeze, 
we are of opinion that war debts may be regarded as public debts, 
but for the reasons just stated are different from public debts in 
the ordinary accepted sense. They do contain the idea of a con- 
tract, not it is true between State or individual borrower, but 
between Governments. They certainly require independent treat- 
ment on account of their origin, and also because in periods of 
depression following wars the interest payments on such debts 
upset international trade and consequently have their bad effects 
even on the lending country. They are part of the waste of war 
like the spent ammunitions for which they paid, and they en- 
cumber the return to normality, as the payments produce mal- 
adjustments which more than offset any benefit which they may 
bring, and as Mr. Mellon, a former Secretary of the American 
Treasury, said, The entire foreign debt is not worth as much to 
the American people in dollars and cents as a prosperous Europe 
as a customer ”. 

Sometimes loans are issued in the form of lottery loans, the 
lender being content with a small rate of interest or no rate of 
interest at all in return for the chance of winning a large prize by 
the systematic drawing of certain bonds. The lottery loan pro- 
vides a cheaper method of flotation than would otherwise be 
possible, and this explains the reasons of its popularity in the 
financial history of many Governments. This form of loan for 
the benefit of the State was first floated in 1530, and the first 
record of a State lottery loan in England was in 1569. Lottery 
loans were introduced into Great Britain in 1569 and were a source 
of State revenue until 1826. This form of loan has been popular 
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in France, Belgium, Germany, Austria, and Italy, and is not used 
in Great Britain, the United States, and Japan, as it is held to be 
in the nature of gambling. Its permanence in the history of public 
loans is due to the fact that it provides a cheaper credit than is 
ordinarily obtainable if ordinary loans were floated. Purchasers 
may receive no interest at all but only the return of the face value 
of the lottery loan or the face value plus interest at a low rate. 
The former are sometimes called chance loans and the latter 
premium loans. The funds for the prizes are obtained in interest- 
bearing lottery loans from the difference between the low interest 
paid and the prevailing market rate, and in non-interest-bearing 
loans from the interest on the capital of the loan. 

2. The Growth of Public Debts 

Finance by borrowing has a position of great importance in 
public finance at the present time owing mainly to the fact that 
huge debts have been incurred in war and that the budgets of 
most countries are compelled to provide for large payments in the 
form of interest and sinking funds to ensure the repayment of 
capital. “It is only just over five years ago said Mr. Lloyd 
George in the spring of 1924, “ since the last guns ceased firing in 
a war of concentrated destruction such as the world has never 
seen. It cost the belligerent nations over £50,000,000,000 ; either 
by death or mutilation Europe was deprived of at least 25 millions 
of its best wealth-producers, and the whole of the delicate and 
complicated machinery of international trade was shattered.” 
The public debt of twenty - seven countries in 1900 was 
£6,079,000,000 ; in 1913, the year before the War, £8,566,000,000; 
and in 1933 £22,000,000,000. In the space of three decades, 
therefore, the increase in debt has been three and a half times, 
an enormous increase. The net cost of the War has been estimated 
at nearly £42,000,000,000,^ and expressed in 1913 pounds the net 
cost is over £16,000,000,000. The Seven Years’ War, 1756-63, 
added £60,000,000 to the English National Debt, or practically 
doubled it. The American War, 1775-83, added £121,000,000 to 
this. The wars between 1793 and 1815 increased the public debt 
by no less than over £600,000,000, the English public debt in 1793 

^ Direct cost plus loans from Allies minus loans to Allies — net cost. To 
obtain the direct cost the normal estimated expenditures of pre- War years were 
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being £239,000,000. In Great Britain the ratio of public debt 
to ordinary revenue has increased from 3‘6 times in the pre-War 
year to 10-6 at the present time ; in France from 6-9 to 9-8 ; from 
1-6 to 9-8 in the United States ; from 5-1 to 5-7 in Italy ; in Japan 
from 4-5 to 6-3 ; in India 3-6 to 5-8, while in Germany the pre-War 
figure of 2 is the same as to-day. As we shall see in the following 
chapter, which deals with the burden of public debts, these figures 
are not of real value unless the nature of the debt is considered. 

Local authorities as well as Governments have very noticeably 
widened the scope of their administrative functions, and this has 
led to a great increase in indebtedness on their part. Elsewhere 
we have noted the decentralisation that is taking place in ex- 
penditures, which is at the same time accompanied by a centralisa- 
tion of revenues. As compared with the pre-War year British 
local indebtedness has greatly increased, and the expenditure on 
social services has increased more than six times as compared 
with pre-War years. In the United States in the post-War 
years local debts, mainly on account of education, roads, local 
administration and social welfare, have also greatly increased. 
Thus in 1928 the borrowing of local authorities amounted to 
$11,106,000,000 as compared with the indebtedness of the states 
of only $1,502,000,000. Local loans in the United States, by the 
restrictions of a constitutional and legislative nature on taxation 
and by the exemption of local bonds from taxation, have been 


deducted from the total exponditure.s. The details of countries were (million 
dollars) : 



Net Cost. 

Net Cost 
in 1913 
Dollars 

Central Powers. 

Net Cost. 

Net Cost 
in 1913 
Dollars 

British Empire . 

49,764 

23,048 

Germany . 

47,048 

19,894 

France 

28,160 

9,282 

Austria-Hungary 

13,394 

4,727 

Belgium . 



Turkey 

696 

333 

-274 

Italy 

United States . 

14,721 

36,186 

3,211 

17,139 

Bulgaria . 

322 

Total Allied and 
associated 
Pownrs (includ- 
ing the above 
States) 

147,043 

57,747 

Total Central 
Powers 

61,460 

24,680 


Therefore the total net cost (million dollars) is 208,503, and in 1913 dollars is 
(million dollars) 82,427. Cf. The Inter- Ally Debts (Bankers Trust Co., New 
York, 1924). 
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much encouraged. In almost all European countries the tend- 
ency to increased local indebtedness has been very marked. It 
has, however, been restricted, and fortunately this indebtedness 
is supervised and controlled by Governments, as Governments 
are affected by the competition of local authorities in the capital 
market. 

3. Public Credit— a Product of Modern Times 

Public loans in reality are a product of comparatively recent 
times. Until the Industrial Revolution hoarding was the normal 
form of saving. Throughout antiquity, the Middle Ages and for 
many centuries afterwards, it was the usual way of storing wealth 
for possible future use. Indeed the system of public credit 
was almost entirely non-existent up to the eighteenth century, 
except in a few small commercial republics, one or two trading 
states in Germany, and the Netherlands. Loans indeed were 
made from time to time on the personal credit of the monarch. 
The public did not subscribe as there was none of the developed 
system which is in universal operation to-day. As late as the 
eighteenth century business men have been known to have retired 
with chests of gold coins from the proceeds of which they lived 
on their savings. In the nineteenth century the growth of public 
credit was phenomenal and the development of the limited liability 
company had no small share in this. In the twentieth century the 
prodigious loans contracted for the War have further extended 
public credit and brought into relief its advantages, including the 
stimulation of thrift among the general public. 

Hoarding differs from saving, as is generally understood, in 
that wealth does not find its way into investments, the hoarder 
receiving no yield from his wealth unless gold, silver, and other 
forms of durable goods appreciate in value. The hoarder is free 
from the risks of financial panic and depreciation but is exposed 
to the risk of theft. It is only in times of war or panic that he 
gains. In the ordinary times of peace all the advantages lie with 
the investor. Individual savings are not employed as productive 
capital by their owner largely because he has no alternative but 
to hoard them. Adam Smith in The Wealth of Nations states : 

In a rude state of society there are no great mercantile or 
manufacturing capitals. The individuals, who hoard whatever 
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money they can save, and who conceal their hoard, do so from a 
distrust of the justice of Government, from a fear that if it was 
known that they had a hoard, and where that hoard was to be 
found, they would quickly he plundered.” ^ He points out, too, 
that a principal means of employing surplus wealth in England, 
during the Middle Ages and in many countries at the time when 
he wrote, was as in India to-day, by keeping large numbers of 
retainers who were, in his view, mainly unproductive consumers. 
Before the extension of commerce and manufactures in Europe, 
the hospitality of the rich and the great, from the sovereign down 
to the smallest baron, exceed everything which in the present 
times we can easily form a notion of. 

Hoarding in the form of gold, silver, and precious stones is 
still a characteristic of India. It is sometimes not realised how 
great are the hoards in India to-day and even in the West. The 
population of India alone among the modern countries of the 
world continues to hoard precious stones, gold, and silver in large 
amounts because of immemorial custom which is of tremendous 
social significance. When it is remembered that Hinduism is 
professed by nearly two-thirds of a population of 353,000,000 
and at the basis of its religious and social system is the pheno- 
menon of caste, and that, too, except in a very restricted field it 
remains unaffected by contact with the philosophies of the West, 
the importance of the social system will be readily understood. 
It differs from the religion of Islam which has over 77,000,000 
followers, as the latter is based upon the conception of the equality 
of man. There are a dozen main languages and over 200 minor 
dialects, and its people are often as distinct from one another in 
tradition and manner of life as are the nations of Europe. Hoard- 
ing, therefore, in conditions such as these flourishes. During the 
last hundred years India has imported £540,500,000 in gold which 
at present prices (1935) is about £900,000,000, and it has been 
tentatively estimated that the gold privately hoarded in India 
from 1493 to 1930 amounts at least to 15 per cent of the world’s 
production during the same period.^ In China the habit of hoard- 
ing has never developed as in India, due perhaps to the greater 
stability of Chinese civilisation. There are in the West consider- 

^ The Wealth of Nations, Bk. V. ch. iii., Cannan edit. vol. ii. p. 396. 

- From 1931 to the end of 1935, roughly one-sixth of the value of the gold 
hoarded was exported from India. 
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able hoards in precious stones, gold, silver, and works of art which 
amount in the mass to very large sums. All the famous diamonds 
of anticjuity were Indian stones, such as the Kohd'iioor handed over 
to the British Crown by the East India Company in 1850, and the 
great Orloff diamond stolen by a French soldier from the eye of an 
idol in an Indian temple. Imports of gold and silver since the 
beginning of the century have been phenomenally large and run 
into many hundred millions sterling. In one of the largest Indian 
States the ruler’s private treasure is considerably more than the 
equivalent of £10,000,000, and his jewels, when valued on his 
accession, amounted in value to £150,000,000. Throughout 
Indian history there have been large hoards, as for example in 
the time of Aurangzeb, who conducted his wars largely out of 
the hoards amassed by his predecessors. Vincent Smith mentions 
the hoards of Akbar in terms which are not an exaggeration : 

The wealth of Akbar, the richest sovereign of his age, was far 
exceeded by the gigantic treasures of his grandson, who kept his 
principal hoard at Agra in two great underground-story rooms, 
one for gold and the other for silver — each seventy feet square 
and thirty feet high”.^ The enormous loot at Seringapatam, 
running into millions sterling, is a matter of history. We read, 
too, of the sack of Surat, not a large town, by Shivaji in his 
Muliikgiri raids m 1664 and again in 1670. Shivaji took away 
in the first sack of the town Rs. 10,000,000 (at the then rate of 
exchange the equivalent of £1,000,000 sterling), and from the 
house of Baharaj Borah alone he took 28 lbs. of pearls, much 
j e wellery , and an incredibly large amount of money. In the second 
sack the Mahratta conqueror took the equivalent of £660,000. In 
Madura to-day in a single temple there are hoards estimated at 
Rs. 30,000,000 (£2,250,000), and in Ahmedabad religious hoards 
are Rs. 10,000,000 (£750,000). The recent discovery of the Tut- 
Ankh-Amen treasures in Egypt, the hoards in Athens when 
Athenians amassed 10,000 talents in the interval between the 
first and second Peloponnesian Wars, the treasures which had 
been accumulated in temples such as that at Delphi plundered 
by the Phocians in 355 b.c., the 50,000 talents (the equivalent of 
£19,000,000) found by Alexander the Great at Susa, the 180,000 
talents (the equivalent of £41,400,000), the accumulated treasure 
of Alexander at Ecbatana, are well-known historical facts. In 

^ Vincent A. Smith, The Oxford History of India (Oxford, 1919), pp. 392-93. 
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Pome the fiscMS of the Emperors, especially preparatory to 
territorial expansion, had great reserves. There were also very 
rich men like Crassus, Maecenas, and also Herodes Atticus, whose 
splendid fortune, expended lavishly on public purposes, was founded 
upon a valuable hoard discovered in the reign of Nerva. As late 
as A.D. 637 the hoards at Ctesiphon near Baghdad, when captured 
by the Arab General Sa’ad, were so extensive and costly that, 
after one-fifth of the whole and works of art had been set apart 
for the Caliph, there w^.re left 12,000 dirhems, the equivalent of 
£18,000,000, for distribution among his 60,000 soldiers. Germany 
and Eussia hoarded gold before the War. No country, however, 
would think of keeping a large war hoard of gold as Germany did 
to the extent of £6,000,000, a part of the indemnity paid by 
France in 1871 by the Treaty of Frankfort, because a country 
even with moderate credit facilities can always raise loans with- 
out difficulty. Such a fund may give a country increased reliance 
for a short period before or at the beginning of a war, but in view 
of the development of public credit, such a method is considered 
to be out of harmony with present conditions. 

To-day investment opportunities are widely developed and 
there is a growing sense even among small savers of security 
and confidence. Public credit has taken the place of State hoard- 
ing. It assumes developed industry, finance and commerce, 
internal and external peace, a well-ordered system of government, 
and a fiscal system in which taxation is the real source of revenue. 
The chief principle in a well-financed State in public, as in private 
finance, is that annual recurring expenditure must be met from 
annual revenue. The will and ability to pay taxes is the solid 
basis of public credit and taxation must be a normal source of 
public revenue. As Adam Smith with his usual accuracy of 
statement says, “ a man must be crazy who, where there is 
tolerable security, does not employ all the stock which he com- 
mands ”. He reminds us that with the development of industry 
'' commerce and manufactures can seldom flourish long in any 
State which does not enjoy a regular administration of justice in 
which the people do not feel themselves secure in the possession 
of their property, in which the faith of contracts is not supported 
by law, and in which the authority of the State is not supposed 
to be regularly employed in enforcing the payment of debts from 
all those who are able to pay. Commerce and manufactures, in 
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short, can seldom flourish in any State in which there is not a 
certain degree of confidence in the justice of government. The 
same confidence which disposes great merchants and manu- 
facturers, upon ordinary occasions, to trust their property to 
the protection of a particular Government disposes them, upon 
extraordinary occasions, to trust that Government with the use 
of their property. By lending money to Government, they do 
not even for a moment diminish their ability to carry on their 
trade and manufactures. On the contrary, they commonly aug- 
ment it. The necessities of the State render Government upon 
most occasions willing to borrow upon terms extremely advan- 
tageous to the lender.” ^ The necessity of borrowing in a com- 
mercial state of society brings with it the facility of doing so. 
'' A country abounding with merchants and manufacturers 
necessarily abounds with a set of people who have it at all times 
in their power to advance, if they choose to do so, a very large 
sum of money to Government. Hence the ability in the subjects 
of a commercial State to lend.” 

4. The Advantages and Disadvantages 
OF Public Credit 

It is difficult to summarise briefly the advantages and dis- 
advantages of public credit as many of these have been already 
referred to in previous paragraphs. Public credit enables capital to 
be borrowed by those who are able to use it to the best advantage. 
It does not create capital ; it enables capital to be employed more 
effectively. It has made possible very many undertakings which 
require for their creation and upkeep an amount of capital which 
no individual could have supplied himself, and in the construction 
of which the cost could not have been met from the current 
revenues of the State. Countries have been developed and inter- 
national trade expanded by public credit. In countries with a 
developed system of. credit the exchange of wealth is facilitated 
to the lasting good of the country concerned. Others which have 
been the victim of calamities such as W'^ar and earthquakes have 
been able to obtain funds to restore them to normality. In- 
creased funds have been made available, especially for the 
younger and undeveloped countries. Again, credit increases the 
^ The, Wealth of Nations, Bk. V. cli. lii., Cannan edit. vol. ii. p. 395. 
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national capital available for investment. The working and 
middle classes, as we have seen, find a profitable investment for 
their savings. Were it not for banks and issue houses much 
capital would not have come into use but would have been 
hoarded. In regard to w^ar public credit has indeed been of vital 
importance, as without public credit no war could be waged for 
any length of time. “ Defence is of much more importance than 
opulence ”, and countries have thus been able to preserve their 
culture and defend their ideals by means of public credit. Public 
credit also broadens the outlook of men. “ A creditor of the 
public has no doubt a general interest in the prosperity of the 
agriculture, manufactures and commerce of the country ; and 
consequently in the good condition of its lands, and in the good 
management of its capital stock.” ^ Trade is benefited because 
as a rule the proceeds of a loan have beneficial effects on the 
balance of payments. The regular payment of interest and the 
repayment of principal prove a steadying factor in the foreign 
exchanges. 

With these very marked advantages there are one or two dis- 
advantages which cannot be overlooked. The chief of these is 
the tendency to over-borrow on the part of the State and to saddle 
posterity with burdens by the incurring of expensive capital 
schemes. Especially in young countries public credit has some- 
times been used overmuch, and this in turn has necessitated, as 
in Australia, a complete overhauling of capital expenditure and 
its control by an independent financial body representing in 
Australia the Commonwealth and the states. Some European 
States have incurred obligations beyond their taxable capacity, 
with the result that default or repudiation has taken place. In 
the case of external loans for unproductive works which do not 
produce their own interest and amortisation of capital, the pay- 
ment by the debtor nation to its creditor has necessitated an 
increasing part of the national income, of the former being trans- 
ferred to the latter to meet foreign payments, and this in turn in 
the post- War period has led to heavier taxation and to further 
borrowing. The burden becomes all the greater if there is, since 
the contraction of the loan, a fall in the general level of prices. 
The history of post-War Germany is an example of the tendency 
which public credit has in encouraging extravagance especially 
^ The Wealth of NationSj Bk. V. ch. iii., Oannan edit. vol. ii. p. 413. 
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among local authorities. This danger of over -borrowing is 
accentuated by the increased facility by which public loans can 
be raised to-day. From 1924 to 1930 Germany borrowed abroad 
(net) nearly 18,000,000,000 marks and 25,000,000,000 marks 
(gross) (£860,000,000 and £1,200,000,000 respectively), while its 
total reparation payments were 11,000,000,000 marks. Not less 
than 40 per cent of this was actually borrowed at short-term, 
and it thus placed Germany in a most dangerous international 
financial position, as became obvious in the summer of 1931. If 
a State over-borrows it will be impossible to meet the annual 
obligations of the Government, as these obligations may be be- 
yond the taxable capacity of the taxpayers and the inevitable 
result must be default or repudiation. In a subsequent para- 
graph another disadvantage of public credit is discussed — the evil 
results of inflation following on the creation of purchasing power 
by bank credits. It will be clear howq when the amount of money 
obtained by taxes or by public loans falls temporarily below the 
urgent demands of the fighting services and ammunition factories. 
Governments have to turn to bank credit to fill up the gap between 
income and expenditure. The alternative is, as in Germany in 
1922 and 1923, direct resort to the printing press. The effect of 
the creation of bank credits is to give the Government greater 
purchasing power and thus to curtail the real value of the pur- 
chasing power left to individuals. State borrowing in normal 
times must never be such as to lead to the starvation of industry. 
The first limit to the absorption of capital by the State must be 
the normal business requirements of the country. In abnormal 
times industry may and does have to be content with a mere 
fraction of its ordinary requirements. The State, however, must 
keep its borrowings within the limits set by the amount of capital 
which can be saved by the people. The amount of loans borrowed 
abroad will depend on the state of the national credit, the nature 
of the expenditure on which the loan is to be spent, and on the 
past financial history of the country in regard to payment of 
interest and capital. 

There are one or two peculiarities of State borrowing which 
require emphasis. The rules that govern the borrowing on the 
part of an individual are generally similar to that of the State. 
There are, however, certain points of difference. A State, unlike 
an individual, does not die. Hence public credit may be con- 
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sidered permanent, if the State wishes, the State being not bound 
to liquidate all its debt at any definite period. A State also 
possesses sovereign power and it can compel its subjects to con- 
tribute. Forced loans, however, have been, except in isolated and 
exceptional cases, discontinued since the seventeenth century, and 
since then Governments have usually relied on the voluntary long- 
term or short-term loans. The position of units such as local 
authorities is the same as that of private borrowers. They do not 
possess sovereign power. On account of its sovereignty the State 
may repudiate its debts. An important instance of this kind is 
that of the United States, wdiich, under the Fourteenth Amend- 
ment to the Constitution, declared in 1868 that all debts contracted 
by the Southern states during the Civil War and any debts that 
may be incurred at any time in aid of any insurrectioD against the 
Federal Government, were void. Before this, in the forties, seven- 
ties, and eighties of the last century several states of the American 
Union repudiated their debts, as, for example, Mississippi and 
Florida, or, as in the case of Alabama and others, they defaulted. 
The main consideration underlying the repudiation or default was 
largely political, a move against corrupt government. The 
greatest repudiation in history was that of Soviet Russia in 1918, 
when over £3,800,000,000 of Government and Government- 
guaranteed debts were repudiated on the ground that the debts 
were repugnant to the new socialist order, as the debts were part 
of the capitalistic system of private property and were “ con- 
tracted by the Government of Russian landowners and Russian 
bourgeoisie ”. The debts to the Allies’ Governments were repudi- 
ated also on the ground that they have been incurred in financing 
of a war in which Russia had little at stake as compared with her 
Allies. All wise Governments, however, realise that the sanctity 
of contract is a fundamental principle of capitalistic society, as 
constituted to-day, and how delicate credit is. Anything likely 
to shake the credit of a country must be sedulously eschewed. 
The financial position of a State and local authorities is better 
known to investors than the position of private borrowers. The 
State and the local authorities must therefore keep strictly to the 
path of financial rectitude and maintain that cardinal principle — 
real budget equilibrium. A nation must pay its way and live 
within its means and so earn the respect of the world. This 
accounted for the rapid recovery which the Commonwealth 
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Government of Australia made between 1931 and 1935 as a 
borrower in the London money market. 

5. Taxation versus Loans 

Public loans exercise a great influence on a country’s national 
economy. Most countries could not have developed their re- 
sources as they have done without public loans, including loans 
in the case of the younger and undeveloped countries from the 
older creditor countries of the world. To-day many countries are 
paying a considerable portion of their annual revenue as service 
of the public debt. The problem arises how far should public 
expenditure be met from taxation and, on the other hand, from 
loans. As has been shown in Chapter XL of Book II., regular 
recurring expenditure must be met from taxation. Expenditure 
on productive works is usually met, sometimes from loans and to 
a smaller extent from revenue. The real difficulty arises with 
regard to unremunerative occasional expenditure such as wars, 
occasional catastrophes such as earthquakes and famines, and also 
the cost of some great reform such as the abolition of slavery, 
which necessitated the raising of the West India Slave Compensa- 
tion Loan, 1835, of £20,000,000 as compensation to slave-owners 
by Great Britain, From 1688 to 1856 Great Britain incurred 
on wars £1,212,000,000, of which over seven-twelfths were from 
loans (£711,000,000) and less than five-twelfths (£501,000,000) 
from taxation. In the Great War in most belligerent countries 
from two-thirds to four-fifths of the total fiscal cost were met from 
loans. Germany actually paid 85 per cent of the cost out of loans, 
no doubt on the ground that payment of war indemnities would 
liquidate the loan. 

Among the classical economists Ricardo uncompromisingly 
objects to meeting war expenditure by loans. He holds that 
such expenditure should be met immediately from taxes. His 
view is a perfectly clear and logical one, although to-day it would 
be impossible to raise taxation to meet the huge expenditures 
which war necessitates. To borrow is, in Ricardo’s view, to 
create a permanent deficit. Borrowing makes an inroad into 
capital. It makes interest rates rise and wages fall. The total 
expenditure of a country is made up of private expenditures and 
public expenditures. Taxation is the only means of keeping 
down private expenditures when public expenditures increase. 
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If private expenditures are not decreased in this way poverty 
will follow. To the practical financier Ricardo’s view is im- 
practicable. He will point out that no taxation system will bear 
the strain of so huge an increase any more than the taxpayers 
themselves ; that Ricardo fails to differentiate between short- 
term and permanent borrowing ; and he does not appreciate the 
differential burdens of internal debts as theory has elaborated 
to-day. Gladstone also supports Ricardo’s view, '' The expenses 
of a war ”, said Gladstone, are the moral check which it has 
pleased the Almighty to impose upon the ambition and the lust 
of conquest that are inherent in so many nations. The necessity 
of meeting from year to year the expenditure which it entails, is a 
salutary and wholesome check making them feel what they are 
about and making them measure the cost of the benefit upon 
which they may calculate.” On the other hand, there are those 
who will borrow at the beginning of a war all the additional 
expenditure. Thus Adams put forward a plan that in the first 
year of the war the whole, in the second year a greater, in the 
third year a smaller part, and in the fourth year none of the cost 
should be made from loans. The whole cost, therefore, should be 
met after the third year by taxation.^ Seligman took the view 
in regard to the expenditure of the Federal Government of the 
United States m 1918 that '' It would have been necessary not 
only to take by taxation most of the smaller incomes and virtually 
all the larger incomes, but also to confiscate virtually all of busi- 
ness profits, and finally, after levying crushing taxes on consump- 
tion, to take such part of the existing private property of the 
United States as could find a ready market abroad Some 
other writers have suggested that the whole of the extraordinary 
expenditure in war should be met by loans, but its loans should 
be for a short period only, say fifteen or twenty years. If the 
burdens are distributed over a short period of years, each genera- 
tion will have to bear its share in order to keep the public debt 
from rising to astronomical heights. This method of financing 
war expenditure would apply to other extraordinary and un- 
remunerative expenditure w^hich should be distributed, it is held, 
over the shortest possible period without necessitating an ex- 
cessive increase of taxation, 

1 Compare H. C. Adams, Public Debts, p. 141. 

“ Seligman, Essays in Taxation, 9ili edit. p. 744. 
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The best method of attacking the problem is to go back to 
Adam Smith. '' The want of parsimony in time of peace, imposes 
the necessity of contracting debt in time of war. AVhen war 
comes, there is no money in the treasury but what is necessary 
for carrying on the ordinary expense of the peace establishment. 
In war an establishment of three or four times that expense be- 
comes necessary for the defence of the state, and consequently a 
revenue three or four times greater than the peace revenue. 
Supposing that the sovereign should have, what he scarce ever 
has, the immediate means of augmenting his revenue in pro- 
portion to the augmentation of his expense, yet still the produce 
of the taxes, from wdiich this increase of revenue must be drawn, 
will not begin to come into the treasury till perhaps ten or tw^elve 
months after they are imposed.” ^ “ An immediate and great ex- 

pense must be incurred in that moment of immediate danger, 
which will not wait for the gradual and slow returns of the new 
taxes. In this exigency Government can have no other resource 
but in borrowing.”- Adam Smith, who is neither a supporter of 
“ all tax method ” of financing nor of the all debt method ”, 
but of both, is aw^are that taxation cannot be violently changed ; 
that taxes must be increased and ncw^ taxes added to the old ; 
that these taxes must be used to pay interest and also the capital 
of the debt. Even if there is a surplus of revenue it will probably 
be inadequate to pay off the debt within any period during which 
it is likely that peace may continue. He also realised that loans 
or funding makes the present taxation so much less burdensome, 
and private incomes being thus less burdened, accumulation is so 
much less hindered. '' If the method of funding destroys more 
old capital, it at the same time hinders less the accumulation or 
acquisition of new capital, than that of defraying the public 
expense by a revenue raised within the year. Under the system 
of funding, the frugality and industry of private people can more 
easily repair the breaches which the waste and extravagance of 
Government may occasionally make in the general capital of the 
society.” ^ Adam Smith’s position in the phraseology of 
to-day would be to tax up to the hilt and borrow the rest, 
paying the service of the debt with the utmost regularity 

1 The Wealth of Nations, Bk. V. ck. iii., Cannan edit. vol. ii. pp. 394-95. 

" Ibid. Bk. V. ch. iii,, Cannan edit. vol. ii. p. 395. 

^ Ibid. Bk. V. ch. iii., Cannan edit. vol. ii. p. 411. 
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and at the same time paying off the principal at the earliest 
opportunity. 

But this is not so simple a principle as it appears. Indeed the 
issue of taxation versus loans is far from easy of solution. The 
justification of taxes is that if the total cost of a war is met in 
this way, expenditure would be kept at a minimum. Public 
expenditure would be economical. Reliance on taxation avoids 
the dangers of some of the inffation resulting from credit, especially 
bank credit, and thus it avoids many of the problems of a post- W ar 
period. The levying of very heavy taxes would restrict consump- 
tion on the part of the taxpayers. It would reduce the capital 
ordinarily available for industry and therefore affect production. 
If the fixed capital already in industry is allowed to depreciate 
this would undoubtedly affect production over a considerable 
period of time. Large loans, however, may also absorb a pro- 
portionately large amount of capital which w^ould otherwise go 
into industry, and the effects may in some degree be similar. If 
taxes are levied this would mean the high contemporary taxation 
of the richer classes, who have a larger margin for taxation than 
the poorer classes. There is a greater amount of free income 
waiting in the case of the richer classes for the tax-gatherer, not 
proportionately greater but progressively greater. If loans are 
employed extensively this will mean the avoidance of the heavy 
taxation of the rich, because in war-time heavy taxation must 
mean the taxation of the rich. When subscriptions are made to 
loans, subscribers hope that the interest which they will get will 
be greater than the amomit of taxes which they will be required 
to pay, as no taxation system has yet been devised which takes 
the whole of the free income of the richer classes. Subscribers to 
loans, therefore, conclude that a loan will hit them much less than 
the equivalent in taxation. In other words, they are likely to 
put on a spurt to work harder and even to check their consumption 
in order to make it possible to subscribe in as large a measure as 
possible to loans. High taxation may and probably would curtail 
or damp the enthusiasm of these influential sections of the popula- 
tion, and this would seriously interfere with the conduct of the war 
in the same way that low taxation and the failure to tax the rich 
by contemporary taxation might raise the antipathy of the less 
wealthy classes which again will interfere with the carrying on of 
the war. There are other factors of political and psychological 
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nature which have to be considered, and among these are (1) the 
total cost of the war and its proportionate duration, (2) the posi- 
tion of the money market, (3) the machinery of tax administration 
which cannot certainly meet extremely great fiscal emergencies 
such as a modern war would necessitate, and (4) political con- 
ditions prevailing in the country and abroad. In the Great War, 
for example, some of the richest parts in France were the scene 
of action and were incapable of yielding any taxes. The French 
Government, too, recognising the peculiar dislike of the French 
people to direct taxation, postponed the introduction of the new 
and complicated system of the taxation of income. It is to be 
remembered that in time of war the alternative between taxes 
and loans presents a different aspect from that of peace-time. 

The problem of loans versus taxes has also to include the 
question of the nature of the loans whether they are external or 
internal. The fact that about 15 per cent of the fiscal cost of 
the War was met through inter-governmental loans in the Great 
War raises the question of the burden of external loans, which is 
dealt with in the following chapter. If the loan is external and 
raised to pay for raw material and other forms of munitions, the 
burden will not fall at the time of the raising of the loan on the 
borrowing country but on the creditor country. For the pay- 
ment of interest on external loans, part of the production of one 
country is transferred to income receivers in another country. In 
war-time, when munitions are being turned out in great quantities 
and unemployment is low or non-existent, the burden of paying 
interest on war loan may be comparatively light ; but when the 
period of depression comes and prices fall, the burden grows and 
the payment from the national income of the debtor country to 
the creditor country may be so great as to interfere with its whole 
economic and financial structure, and make default or even 
repudiation essential. 

So far nothing has been said as to the shifting of the burden 
to future generations by the resort to loans. This sometimes is 
spoken of as the time distribution of the burden. It cannot be 
said without qualification that the resort to loans places a burden 
on the shoulders of future generations. If the financing is done 
by taxes it does not necessarily confine the burden to the war 
generation. The levy of taxes may be so heavy as to affect con- 
sumption and therefore the present generation. But as already 
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sliown it may reduce tLe capital available for industry to such, an 
extent that production in the future will be affected, and future 
generations will not have the means to produce as efficiently as 
otherwise would have been the case. The resort to loans, as we 
have seen, may divert funds which otherwise would have gone 
into private sources and led to development of production. In- 
deed loans might affect the present production as in the last War. 
It curtailed the consumption of many investors anxious to sub- 
scribe to their very utmost to the loans, and therefore in so far as 
consumption was curtailed loans may be said to have affected the 
generation subscribing to the loans. Heavy taxes may impede 
the process of production, while on the other hand, the resort to 
loans may create conditions favourable to expansion and rising 
prices and thus lighten considerably the burden on the present 
War generation. It is therefore necessary, in speaking of the 
shifting of war burdens by loans to future generations, to examine 
with care the various results brought about by both taxes and 
loans. On the whole it may be said to involve a transfer of 
accounts from the subscribers of the loans to those who have to 
pay the taxes for the service, including the repayment of the 
capital of the debt, rather than to say that it is a shift of the 
burden to future generations. The present generation buys the 
loan and has to meet the interest and perhaps the repayment of 
the loan if it is a short-term loan. Future generations may also 
have to pay the interest, but if the loan is a long-term loan also 
the repayment of the principal. The repayment of the principal 
brings the holder of the (internal) loan no benefit and to the tax- 
payer no loss. The latter is relieved of the annual contributions 
out of income to the bond-holder. Whether it is the payment of 
interest or the repayment of capital, it is simply a question of 
transfer from the original subscribers to the loans to those tax- 
payers who pay the service and liquidation of the loans. 

6. Finance by Bank Credits — Inflation 

Finance by bank credits leads to inflation. By inflation is 
meant an increase in the general price-level resulting from an 
increase in expenditures, while goods available for purchase do 
not increase in a corresponding degree. An increase in Govern- 
ment expenditures, even if large, does not necessarily lead to 
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inflation provided the Government has recourse to taxation. The 
increased demand for goods and services on the part of Govern- 
ment then approximately balances the decreased means of pur- 
chasing on the part of the taxpayers. Taxes balance budgets, 
and inflation in the case of balanced budgets is rare. Even if a 
Government has recourse to a policy of borrowing the result may 
not be inflationary. I£ the lenders to Government curtail their 
own expenditures equal to the sum lent to Governments, there 
would merely be a change in the distribution of the demand for 
goods. Unfortunately individuals do not decrease expenditures 
by amounts equal to the amounts lent to Government. Govern- 
ments, in addition to raising funds by taxation and by public loans, 
may find it convenient, especially in an early stage of an emer- 
gency, to use banks, usually the Central Bank. They may be afraid 
of high taxation and also of loans because the high rate at which 
they borrow might show their weakness even in the eyes of 
neutrals. They therefore have recourse to bank credits. The 
effect of creating bank credits either for the Government directly 
or for individuals subscribing to loans or who have taxes to pay 
to Government, is to give the Government greater command over 
purchasing power, and thus to decrease the real value of the 
purchasing power left to private individuals. It enables the 
Government to have increasing purchasing power at the expense 
of the general public, to get possession of more stocks of goods 
and services, and this becomes in other words a concealed form 
of taxation. It falls on the poor heavily. It is a tax pro- 
portionate to income and it thus hits the poorer classes, such as 
wage-earners, hard. The creation of bank credit, therefore, is 
much inferior to fresh taxation and ordinary loans. 

In Germany during the War the Government borrowed from 
the Beichsbank, and it permitted the bank to place in its portfolio 
Treasury bills in place of commercial bills as cover for its notes. 
This was inflationary in its effect. When, too, reparations after 
the War had to be made, budget equilibrium became impossible 
and prices rose higher and higher and even moved more than 
circulation. In 1923 people became doubtful about the currency, 
and as a large employer said, when workers were paid their wages 
in the morning they returned in the afternoon asking to be paid in 
kind in place of the notes paid out in the morning. The value as 
a result of the inflation of the currency in 1923 changed not daily 
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but often hourly. In France the G-overnment were forced to 
borrow from the Bank of France. These loans were not ofiset by 
a decrease in commercial loans and prices began to rise. Govern- 
ment purchases led to increased production, to a rise of prices, and 
this in turn led to demands for currency, chiefly paper currency, 
as soon as the Government cheques were cashed into notes at the 
Bank of France. In 1925 and 1926 the French Government by 
its neglect to take steps in time to check inflation was responsible 
for the flight from the franc. The large amount of unmanageable 
floating debt — in December 1925 eight short-dated bonds amount- 
ing to over two and a half millions of francs — fell due, which it was 
proposed to pay off not in cash but in similar bonds or in bonds 
which were to be accepted in the following year as the equivalent 
of cash in payment of direct taxes, with the exception of a new 
tax on profits. There was also a substantial budget deficit. The 
intoxication of inflation, out of which everybody seems to get 
richer, is a formidable psychological disease, and often is imposs- 
ible of being cured until the intoxication has produced a condition 
of financial disablement. In the United States, as in India and 
most other comitries, individuals were encouraged to buy on credit 
Government securities, and the banks lent on these securities with- 
out reducing their other earning assets. The result was the same 
as if the banks had lent loans direct to the Government. Reserve 
bank requirements of member banks were reduced and all reserves 
had to be held at the Federal Reserve Banks. Thus credit ex- 
pansion was immeasurably increased. In short, everything was 
set fair for inflation. The pre-discount rates were also kept 
purposely low. In Great Britain a policy of inflation was also 
followed when the need of Government to finance war in excess 
of the amounts raised by taxation and by loans from the public 
necessitated the creation of credits in their favour at the Bank of 
England. The balances as the Committee on Currency and 
Foreign Exchanges after the War in their First Interim Report, 
1918, pointed out, “ created by these operations passing by means 
of payments to contractors and others to the joint-stock banks 
have formed the foundation of a great growth of their deposits, 
which have also been swelled by the creation of credits in con- 
nection with the subscriptions to the various War loans. Under 
the operation of these causes the total deposits of the banks of the 
United Kingdom (other than the Bank of England) increased from 
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£1,070,681,000 on the 31st December 1913, to £1,742,902,000 on 
the 31st December 1917/’ ^ They also indicated that when 
before the War there was an effective gold standard, “ the expan- 
sion of credit by forcing up prices involves an increased demand 
for legal tender currency both from the banks in order to maintain 
their normal proportion of cash to liabilities, and from the general 
public for the payment of wages and for retail transactions. In 
this case also the demand for such currency fell upon the reserve 
of the Bank of England, and the bank was thereupon obliged to 
raise its rate of discount in order to prevent the fall in the pro- 
portion of that reserve to its liabilities. The same chain of 
consequences, as we have just described, follow^ed and speculative 
trade activity was similarly restrained. There was therefore an 
automatic machinery by which the volume of purchasing power 
in this country was continuously adjusted to world prices of 
commodities in general. Domestic prices were automatically 
regulated so as to prevent excessive imports ; and the creation 
of banking could be safely permitted a freedom from State inter- 
ference which would not have been possible under a less rigid 
currency system.” - In war-time this automatic action of the 
gold standard no longer operated. The Committee showed how 
the need of the Government for funds led to inflation following 
the great increase of the deposits in the joint-stock banks. When 
the Government received an advance from the Bank of England, 
Public Deposits were increased to the extent of the advance, and 
when the amount was paid out to contractors and other creditors 
of Government and when, the cheques were cleared, the credit 
passed to the credit of these at the joint-stock banks and at the 
Bank of England to the credit of the bankers. The advance, in 
short, passed from “ Public Deposits ” to Private Deposits ” at 
the Bank of England, and the result was an increase in the hands 
of the public in the form of deposits to the extent of the advance 
in the joint-stock banks and at the Bank of England in the 
bankers’ cash by the same amount. The proportion of cash to 
liabilities of the joint-stock banks is increased with the increase in 
the bankers’ liabilities to depositors by the extent of the advance, 
and their cash reserves by an equal amount. The bankers 

^ First Interim Report of the Committee on Currency and Foreign Exchanges, 
Cmd. 9182, 1924, para. 10, cf. para. 6. 

2 Cf. para, 6. 
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accordingly are in a position to make advances to their customers 
to an extent equivalent to four or five times added to their cash 
reserves or, alternatively, in the absence of demand for accommo- 
dation, to increase their investments by the difference between the 
cash received and the proportion required to be held against 
deposit liabilities. “ Since the outbreak of War it is the second 
procedure which has in the main been followed, the surplus cash 
having been used to subscribe for Treasury Bills and other Govern- 
ment securities. The money so subscribed has again been spent 
by the Government and returned in the manner above described 
to the bankers’ cash balances, the process being repeated again 
and again until each £10,000,000 originally advanced by the Bank 
of England has created new deposits representing new purchasing 
power to several times that amount. Before the War these pro- 
cesses, if continued, compelled the Bank of England, as explained 
in paragraph 6, to raise its rate of discount, but, as indicated 
below, the unlimited issue of Currency Notes has now removed 
this check upon the continued expansion of credit.” ^ Thus 
finance by borrowing from banks of Governments in order to 
meet their war expenditure led to a large rise in prices and to 
inflation. 


7. Flotation of Loans 

We have seen that there are some five methods of raising funds 
otherwise than by taxation. These are (1) by temporary loans 
from individuals or from banlcs ; (2) by permanent or long-period 
loans ; (3) by the issue of inconvertible paper ; (4) by the sales 
of Government property ; and (5) by utilising hoards of treasure. 
These last two methods are now unimportant as they can meet 
but the mere fraction of the initial expenditures for which they 
are required. The issue of inconvertible paper inflicts, as we 
have seen, incalculable loss on the community by the inflation 
of prices with its violent effects on the possessors of fixed incomes, 
and on the poorer classes from whom, on account of the change in 
the prices of the necessaries of life, a relatively greater contribution 
is demanded. We have, therefore, really to consider only the 

1 Cmd. 9182, 1921 ; cf. footnote to para. 10, p. 4. For examples of inflation 
and how it works see Rogers, The Process of Inflation in France, 1914-1927 
(New York, 1929) ; Graham, Exchange, Prices and Production in Hyper-infiation 
Germany, 1920-1923 (Princeton, 1930); Pigou, “Inflation”, Economic Journal, 
vol. xxvii. (London, 1917); Elster, Von der Marie zur ReichsmarJc (Jena, 1928). 
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raising of funds for short and long periods. In regard to the 
former, floating debts enable the State to meet a temporary 
shortage of revenue in the course of the year. A fund is created 
thereby to help the Treasury. The danger is the tendency of 
the Treasury to become a great deposit bank at the expense 
of commercial banks, and although in normal times it is not 
dangerous in well-financed countries, in abnormal times it may 
necessitate borrowing on a considerable scale. The demands on 
the part of creditors may be so great that the Government may 
have to issue paper currency or to consolidate debt at much 
expense. It is therefore necessary to reduce the floating debt 
within manageable proportion, so that it can never be a source 
of great danger. It is better to borrow for a long term and to 
pay a higher rate of interest than to be perpetually at the mercy 
of holders of Treasury bills for repayment. If the holders of 
these bills do not renew them the Government has to accept a 
lower price for its bills, with reactions on the rate of interest. 
Alternatively Governments have to borrow from the Central Bank 
on Ways and Means. The floating debt in France has been a 
source of great embarrassment to the French Treasury in the post- 
war period, especially in 1925-26, 1932-33, and 1935-36, just as 
has budget balance. The Colwyn Committee sums up the dangers 
of a floating debt in words which deserve quotation. The real 
dangers of a large Floating Debt would appear in the event of a 
future national emergency requiring Government borrowing on a 
considerable scale. In such a case an increase in the Floating 
Debt would be almost certain to occur, because expenditure 
naturally precedes any measure taken to increase taxation, or 
even to raise permanent loans. The fact that a large Floating 
Debt already existed would make it far more difficult to secure 
further short borrowing without recourse to measures which 
would involve serious inflation with all its harmful consequences. 
It has also to be borne in mind that the tendering for Treasury 
Bills is affected by the volume of foreign deposits in London.’’ ^ 
In the flotation of loans there are one or two principles which 
modern technique emphasises. In the first place loans must be 


^ Report of the Committee on National Debt and Taxation, Cmd. 2800, 
1927, para. 101. For the decrease in British floating debts in recent years 
see Table 145, page 212, Statistical Abstract for the United Kingdom, Cmd. 
4489, 1934. 
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floated at tlie market rate. This simple rule has been forgotten 
and Governments attempt to borrow at the expense of present 
and future taxpayers at rates below the market rate, by offering 
inducements to the lender such as the issue of a loan considerably 
below par or at par with redemption above par, or by a low rate 
of interest with money prices attaching to the issue or with tax 
exemptions attached to the security. The issue of a loan at a 
heavy discount assumes that interest rates will fall and the price- 
level will rise or at least remain constant. There is no justifica- 
tion for the issue of loans at a heavy discount instead of at par or 
not very appreciably below par, unless the State can secure 
advantages underlying the result in increase in the capital of 
the debt. In the reign of George II. instead of varying the 
interest upon the loan according to the state of the money market 
at the time, the rate was fixed at three and a half per cent, the 
necessary change being made in the principal. This resulted in 
greatly increasing the principal of the debt, which McCulloch in 
1847 estimated was nearly two-fifths more than the sum actually 
advanced by lenders. It was argued that this rendered the 
management of the debt and its transfer simpler than if there 
were a number of funds at different rates of interest ; it has been 
argued, too, that the great field for speculation afforded to the 
dealers in stocks bearing a low rate of interest has enabled 
Government to borrow for less interest than would have been 
necessary had such increase not been made. But in war interest 
rises and is usually much higher than during peace. If then the 
loans were funded in stocks bearing a rate of interest equal to 
the market rate, it will be possible to convert when interest falls 
in times of peace and to avoid burdening the country with the 
payment of interest for an end of period. Before this can ever 
be considered, it must be shown that it is vitally necessary to 
secure some reduction in the current interest charges in the 
budget by the expense of increased capital charge. In regard to 
lotteries the inducements of prizes to selected holders of the loan 
are really high redemption premiums, and this has already been 
discussed. The inducement to give special privileges of exemp- 
tion from taxation is frequently dangerous to taxation systems. 
In the United States, in view of the increase in Federal and local 
taxation, it has become nothing short of a menace. It means a 
great loss to the Federal and State Governments, which lose more 



CH. XXXII 


PUBLIC DEBT 


801 


in taxation than they gain by a possible lower rate of interest. 
The states of the American Union are not free to tax Federal 
bonds either under their state income taxes or in their taxation 
of property, and the Federal income-tax authorities in turn do not 
tax state and local issues. This has only to be stated to show 
whether tax exemption has led to tax evasion in the United 
States. It creates a privileged tax-exempt class, the holders of 
securities, who being the richer classes benefit at the cost of the 
poorer classes. The privilege, too, is an unfair discrimination 
against private industrial capital, which must pay higher interest 
rates. If loans are floated abroad, exemption is justified. In 
the United Kingdom during the War, to attract capital for war 
purposes certain exemptions were given in one or two cases 
which are not likely to be repeated, viz. exemption of interest 
on certain loans from liability to assessment to British income 
tax other than surtax ; payment of interest without deduction 
of income tax at the source but with liability to assessment in the 
hands of recipients ; exemption of interest from income tax and 
surtax in the case of certain securities held by persons not ordi- 
narily resident in the United Kingdom ; and exemption of 
securities from all taxation present or future including Estate 
Duty, so long as it is shown that the securities belong to persons 
who arc neither domiciled nor ordinarily resident in the United 
Kingdom. The British revenue authorities have stated their 
policy in a memorandum as follows : “ Tax concessions have been 
frequently advocated as likely to make a particular issue attract- 
ive, in effect as an alternative either to a higher rate of interest 
or to a lower issue price. But such a concession can only be 
‘ attractive ’ if the recipient both in fact receives, and still more 
thinks he is receiving, a bargain. Their radical defect from this 
point of view is the necessary uncertainty of their value to the 
recipient. He does not know what future rates of income tax 
will be, or, whatever the rate, what his future income will be, or 
(in the case of death duties) how soon and under what market 
conditions he will enjoy the privileges of tendering his securities 
at par (in lieu of market price) in payment of death duties. He 
naturally tends to estimate the advantages of a tax concession 
with a very safe margin in his own favour. In these circum- 
stances it is hardly doubtful that the State does not in fact obtain 
in improved loan conditions anything approaching the real value 
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of the tax concessions it gives. At best it is entering on a doubtful 
speculation instead of, as in the alternative of, e.g., a lower issue 
price, facing a certainty, the financial effect of which is known to 
both parties. Mainly for this reason the policy in recent years 
has been definitely to get away from war concessions and to refuse 
them to new issues. In principle, special tax exemptions are 
objectionable, {a) because they create special classes of persons 
free from general tax liabilities, (6) because it is very doubtful if 
the State in fact receives value for the tax concession, (c) because 
the concessions involve administrative complications. The only 
defence for such privileges is that in moments of emergency they 
may be unavoidable, and that in dealing with a National Debt 
of £7000 million it may be impossible to avoid second-rate 
financial expedients.”^ There has been in the present century, 
especially since the War, an increasing democratisation in public 
loans. This has been rendered possible by the issue of loans in 
small denominations or in the form of special certificates. This 
has proved to be, in Great Britain, the United States, and other 
countries, a useful method of encouraging saving among the 
working classes. France had followed this policy as early as the 
last century. 

In times of emergency it may be necessary, in addition to the 
method of stimulating the placing of public loans, to prevent the 
investor from using alternative methods of investment. This is 
usually done by prohibiting altogether the private investment of 
capital abroad and of limiting severely the investment abroad of 
such capital. Another method is to prevent the raising of capital 
for internal investment, except imder Government licence. 
Private expenditures may be curtailed by restrictions in other 
directions, rationing the prohibition of imports of certain classes 
of goods. Expenditure may also be restricted from lack of 
transport. In addition to these negative methods, control by the 
State over capital in times of emergency, there is the positive 
method of forced loans which, in a modern capitalist State, may 
be permitted if voluntary loans are not likely to succeed. Forced 
loans, as has been pointed out, carry frequently a lower rate of 
interest than the market rate, and in this respect are inferior to 
voluntary loans. F orced loans are also inferior in that they may fall 
on those who with family and other encumbrances, or with other 
^ Report of the Committee on National Debt and Taxation, 1927, para. 172. 
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expenditures to meet in the near future, cannot afford without 
much hardship to pay the contributions. People with the same 
income have not always the same free income available for the 
tax-gatherer. Forced loans from the State point of view are also 
inferior to a tax because they contain a promise of interest and 
perhaps repayment of the capital. It must be admitted that in 
the War in some countries patriotic propaganda often made a 
voluntary loan a quasi forced loan. After tlie War, Governments 
decided to raise forced loans but voluntary subscribers came 
forward, so that these forced funded loans were unnecessary. In 
1914 the Netherlands, in 1917 New Zealand, in 1918 the Common- 
wealth Government of Australia, in 1919 Italy, and in 1920 
Norway announced forced loans which the Governments were 
able to float as voluntary ones. In the inflation troubles of 1922 
Germany failed in its experiment of a forced loan, as did the states 
of Czechoslovakia, Poland, and Greece, which followed the 
attempt. In 1924 Hungary raised a 5 per cent forced loan, the 
yield on which in May 1932 was as high as 25*36 per cent. It 
will be invariably found from experience that forced loans show 
that the Government concerned has been following a very im- 
satisfactory budget policy and that the time for a thorough over- 
haul of the finances has been imperatively necessary. But the 
experience of the countries just quoted rather tends to show that 
in an emergency such loans may be justified if the country is a 
highly developed one. 



CHAPTER XXXIII 


THE BURDEN OF PUBLIC DEBTS 

In estimating the burden of public debt in the same country at 
different times or in different countries at the same time, certain 
’ facts have to be remembered. In the first place the nature of the 
debt has to be carefully considered — how far is it internal debt 
' and how far external debt, and again for what purpose the loans 
have been contracted, i.c. whether the debt is deadweight debt 
or productive debt. The level of prices has also to be considered. 
This last problem assumes considerable significance in regard to 
post-War debts. Violent disturbances in prices have usually 
occurred after great wars and in times of great prosperity or the 
reverse. In the United States and in Great Britain between 1929 
and 1933 the fall in the wholesale price-level was over 30 per cent, 
and in France during the same period 37 per cent. It has been 
officially estimated in the United States from the cost-of-living 
index of the Bureau of Labour Statistics that an income fixed in 
terms of money in 1913 had m 1920 only 46 per cent of the 
original purchasing power and in 1929 about 59 per cent, which 
rose to 72 per cent in December 1934. After the War as compared 
with the pre-War year the money debt of Italy increased 7 times, 
that of France 9 times, Great Britain 10 times, the U.S.A. 20 
times, and Germany 58 times. The real burden of debt, how- 
ever, when these differences in the purchasing power of each 
currency, i,e. the changes in the general level of prices, are allowed 
for, shows that after the War Italy’s real debts have increased 
only by one-fifth, that of France times, Great Britain 6 times, 
Germany 3 times, and the United States 13 times. This may be 
illustrated by the table on opposite page. From this it will be 
seen that on 31st March 1934 the capital of the National 
Debt was 11-4 times the size of the debt in the pre-War year, 
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but measured m pre-War prices it was 10*9 times. The real 
burden arises in regard not to the total amount of debt as it is 
not repaid in a lump sum during the year, but to the annual charge 


Table showing the Total of the Public Debt of the United Kingdom 
IN 1914-] 920, AND Other Years, in Actual Figures and Reduced to 
THE Pre-War Price-level 


Date. 

Public Debt 

Hoard of 
Tiadc 

1 tidex 

N uml)er of 
Whfilesale 
Driees 

1 

Public Debt reduced to ! 
Pre-War Price-level | 

Amount, 

£ (000,000 
ouutted) 

Index 

jN'UiubiT. 

Auunint, 

£ (000, 000 
ouutted). 

Index 

A u HI tier. 

lUfti March 

1914 

700 2 

100 

100^ 

706-2 

100 


1920 

7,875 6 

1,115-2 

319 

2,468-8 

349-6 


1921 

7.(i2:M 

1,079 5 

1 211 

3,612-S 

511-6 


1922 

7,720-5 

1,093 2 

160 

4,825-3 

683-3 

1 

1925 

7,065 9 

1,085-5 

1 66 

4,617 4 

653-9 


1929 

7.620 9 

1,079-1 

137 

5,562 8 

787-7 

i 

1 990 

7.596-2 

1,075-6 

120 

6,330-2 

896 4 

j 

1931 

7,582-9 

1,073-7 

104 

7,291-2 

1,032-4 

t 

1934 

8,030-4 

1,137-1 

104 

7,721-5 

1,093-4 




.... 
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for the service of the debt. It is here that the effect of the price 
change on the burden is evident. With a fall in prices there is no 
reduction in the interest charges except in so far as the relation 
of interest and prices enables conversions to be made. As the 
price-level falls, the burden of interest increases, taking as it 
does a larger proportion of production to meet the interest pay- 
ment. The lender of the loan receives a relative as well as an 
absolute increase in purchasing power when prices fall ; and on 
the other hand, when prices rise without a compensating fall in 
production, he receives a relatively less purchasing power. 

With a fall in prices, therefore, the ratio of debt interest to 
national income increases. In Great Britain, for example, the 
ratio in 1920 was 5*5 per cent (internal debt interest £309,000,000 
and national income £5,600,000,000), and in 1923, i.e. within only 
threeyears, it rose to 7-1 per cent (£270,000,000 and£3,800,000,000), 
or an increase in burden of 29 per cent. The lilvelihood of a con- 
siderable fall in the price-level after a war is a strong argument 
for repaying as much debt as possible before the fall occurs. It 
also proves how strong was the case for a capital levy in Great 
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Britain after the War when the general level of prices was high. 
When prices fall, the case for such a levy is no longer so strong. 

In measuring the burden of a debt either in the same country 
at different times or in various countries at the same time, the 
knowledge of the national income and of the national wealth is 
required. But unfortunately the data for these are not available 
on strictly comparable lines, and this makes the calculation of 
the burden all the more difficult. 


I — Public Debt in Terms of National Wealth 


Country. 

Unit 

(iMilhoms). 

National 
Wealtli ♦ 

Public 

Debt. 

IdTcentage C)f 
Public Debt to 
National Wealtli. 

Great Britain . 

£s 

20,000 

8,030 

40 2 

Prance . 

Francs 

1,200,000 

319,8311- 

26-7 

Italy 

Lire 

611,000 

105,164 

17*2 

Canada . 

$ 

25,000 

2,730 

10 9 

Prod. 5 3 

Unprod. 2 8 

India 

Rs. 

1 50,000 1 

12,124 

Total 8-1 

The United States . 

$ 

355,000 

27,053 

7-6 


* The figures of natioual wealtli relate approximately to the period just before the trade 
depression ^929-30), latei figures not being available, 

t This figure for India has been estimated at Ks 15,000 crores or £10,000 millions In 
the estimate of Its. 15,000 crores or £10,000 millions are included real property (land and 
buildings), railways, gold and silver com and bullion, jewellery, agricultural products, live 
stock, manufactured products, minerals, imported merchandise, manufactured machinery 
and tools, telegraphs, telephones, tramways, and miscellaneous. Sir liobert Gilfen’s rough 
estimate of £3000 millions was made in 1903 (Economic Enquiries and Studies, vol ii 
London, Bell and Sons, 1901). Since Giffeii’s estimate was made prices have risen, and 
with increased development, especially since 1904-5, there have been an increase m 
wealth (see Table XXVI , App.). Cf, Professor Corrado Gmi’s article, “ Quelques chiffres 
sur la richesse et ies revenus iiationaux de quinze ]5tats ” (Metron, voL iii., 1923). Tlie 
W'ealth of India is given at 150-185 milliard francs (£6000-£7000 millions at 25 fr.=^£1). 
t This excludes War debts, Fr. 192,000 millions. 


II — Public Debt Charges in Terms of National Income 


Country. 

Unit 

(Millions). 

National 

Income 

Public 

Debt 

Charges. 

Percentage of 
Debt Charges to 
National Income 

Great Britain . 

£s 

3,500 

224 

6-4 

France . 

PTancs 

210,000 

11,226 

5-3 

Italy 

Lire 

93,936 

7,224 

7-7 

Canada . 

8 

5,938 

142 

2-4 

India 

Rs. 

16,000 

169 

M 

The United States . 

i 8 

48,894 

1,117 1 

2-3 

Japan 

Yen 

13,382 

394 

2-9 


Statistics of per capita debt are apt to be misleading, especially 
when the standard of living in the countries compared varies 
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greatly, as, for example, that of China as compared with that of 
the United States. If the 'per capita figures alone are taken, the 
relative income and wealth of the two countries are omitted. 
Nevertheless the per capita figures are of value especially 
when studied in conjunction with the total internal and total 
external debt of each country. The table below, for example, 
shows the extreme lightness of the German debt as compared 
with that of Great Britain, France, and the United States. Per 
capita figures, if shown for external and internal debt separately, 
are also of interest. 


Ill — Per Capita Debt for Certaik Countries of Industrial Importance 


Country 

1000 

1013 

(Pre-War 

Year) 

J 024 

1 034. 


£ s. 

£ s. 

£ s. 

£ S. 

Great Britain . 

15 8 

15 10 

174 2 

173 8 

India 

17 

1 5 

2 7 

2 12 

Canada .... 

10 8 

9 0 

55 10 

60 10 

Australia .... 

53 14 

64 10 

165 15 

146 14 

New Zealand 

58 12 

91 10 

162 16 

162 0 

South Africa 


88 10 

116 19 

152 2^ 

1 The United States 

3 8 

2 10 

42 6 

44 0 

France .... 

28 4 

34 4 

281 17 

158 6 

Germany .... 

2 2 

16 3 

159 10 

14 14 

Japan .... 

1 4 

5 1 

4 6 

7 ]5 


Note. — Conversions have been made at tine averai?e rate of exchange for eacli year. 
Federal debt only is included. In Australia it State debt is included the per capita debt 
would be £184 : 14 : 0. Local debt is excluded in all cases. 

* Fiiropeau population only. 


The growth of population, the increase in wealth, and public 
assets available for liquidation have also to be remembered in 
comparing one year with another and one country with another. 
The total amount of debt in the case of one country may be the 
same as in the case of another country, but if the loans in one 
country have been floated considerably below par and the loans 
in the other country at par, the real burden of debt in the case 
of the former would be higher than that of the latter. Thus the 
burden of debt in France is higher as compared with most other 
Continental countries, and this is attributable to some extent to 
the fact of France having issued loans considerably below par. 
The actual rate of interest in the case of France would be difierent 
from that in some other countries, as loans in France have been 
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issued mucli below par. The real burden of debt, other things 
being equal, is thus higher in the case of France. 


— The Pcemc Debt or Great Britain and Other Countries 




Total Ccipital of Debt (Millions) 


! Country 

Unit of 
C'liirency 

1914 

(Pre- 

War 

Yeai). 

1924 

io:u. 

Percentage 
Increase in 19:14 
or Decrease 
( — ) ovei 

[ 




1914 

1924 

Europe : 







Great Britain . 

£ 

706 

7,708 

8,030 

1037 

4 1 

France 

Franc 

34,188 

270,708 

511,831 

1397 

89 

Belgium , 

Franc 

4,627 

40,680 

56,715 

1126 

.39 ! 

Germany . 

R.Mark 

5,158 

2,744 

12,407 

141 

352 ; 

Netherlands 

Guilder 

1,162 

3,454 

2,701 

132 

- 22 

Italy 

Lira 

15,766 

93,163 

105,164 

567 

13 I 

Asia : 







India 

Rupee 

5,513 

9,561 

12,240 

122 

28 ! 

Japan 

Yen 

2,561 

4,770 

8,683 

239 

82 

Oceania : 







Australia . 

£ 

510 

1,010 

1,223 

140 

21 

New Zealand 

£ 

92 

219 

303 

229 

38 

! 

Africa : 






1 

Union of South Africa 

£ 

126 

192 

274 

117 

43 

Ameiica : 







Canada 

$ 

336 

2,820 

2,730 

712 

-3 

United States . 

S 

1,188 

21,251 

27,053 

2177 

27 


The comparison is thus misleading and therefore the com- 
parative burden of the debts. Moreover the rate of interest in 
the countries compared may be far from being identical, as is 
shown on opposite page. 

Sometimes the proportion of the expenditure for the debt 
services in relation to the annual budget is taken as an index of 
the burden of the debt. This, however, in itself is incomplete, 
especially as it leaves out of account the nature of the debt and the 
relative resources in the countries compared. The Chairman of 
the American Funding Commission, in January 1926, announced 
that War debt burdens were settled on the principle of capacity 
to pay, and he took the proportion which the War debt expenditure 
formed of the total budget expenditure in each country. The 
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comparative burdens were 4*6 per cent for Great Britain, 3*5 
per cent for Belgium, and 5-17 per cent for Italy. He also gave 
the percentages which the annual payments were to national 

V — The Percentage Yield of Bonds 




Actual 

Country. 

Nature ot Loan 

Percentage 


Yield 



(Jan 1035) 

Group I — to 3^% 



United Kingdom 

Consols 21% 

2-73 

The United States 

Treasury bonds 

2 S3 

Union of South Africa 

5% inscribed (London) 

2-95 

Egypt 

4% unified debt (London) 

2-95 

Sweden . 

Government bonds 

3 01 

Australia . 

5% registered (London) 

3 44 

British India 

31% Government stock (London) 

3-5 

Group 11 — 3} to 5% 



Prance 

Rente porpct. 3% 

3-60 

Canada . 

Province of Ontario 

3 65 

Netherlands 

Government bonds 

3-93 

Switzerland 

Government 3f % (Fed. railways) 

3-96 

Argentine 

4% Recission bonds (London) 

4-08 

Belgium . 

Rente beige 3% 

4 10 

Italy 

Rendita 3 5% 

4 22 

J apan 

Public bonds (average yield) 

4 58 


6% 1924 loan (London) 

7-15 

Group 111 — 5% to C-t% 



China 

5% Reorg. Loan 1913 (London) 

5 05 

Germany . 

Obi. hypoth. 6% and 6% mortgage 

6 23 


bonds 

7% Uawes Loan (London) 

9 75 

Group rV — 61% and up- 



ivards 

Brazil 

5% 1914 Fund (London) 

7-2 

Hungary . 

71% 1924 loan (London) 

7-5 


Forced loan 5% 1924 

10-53 

Poland 

S loan 1919-20 6% 

7-98 

Uruguay . 

5% 1919 loan (London) 

10-53^ 

Chile 

6% 1929 loan (London) 

12-00 1 

Greece 

7% 1924 Refuge loan (London) 

17-OOJ 


* Last tiiiotcd 1933 (October). t Last quoted 1931 (July) 

X Last quoted 1932 (April). 


income, and these were for Great Britain 0-94, for Belguim 0*80 
and for Italy 0*97. The figure, however, for Italy was estimated 
at £40,000,000 in the first twenty years or an average of £2,000,000 
per annum, according to calculations worked out by the City 
VOL. ir u 
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Editor of The Twies, which was equal to 1-29 per cent of Italian 
Budget expenditure and 0*24 per cent of Italian national income, 
and this meant that the burden of the British War debt settle- 
ment was four times as heavy as the Italian. Eor War debts 
still another index was taken. Expressed as a percentage of 
foreign trade which is an index of capacity to transfer payments 
abroad, the British settlement was equal to 1-9 per cent, the 
Belgian to 0-88 per cent, and the Italian to 2-87 per cent. The 
following summary table is of interest : 


VI — Percentage of Expenditure on Debt Services 
TO Total Ordinary Expenditure 


Countiy 

1033-34. 


Fcrceutagc. 

New Zealand 

55-4 

Australia .... 

foO-9* 
\27-5 (1) 

India 

/ 44-4*(2) 
127-0^(1) 

Canada ..... 

40" 

Union of South Africa 

36 

Italy 

31*3 

Great Britain 

28 8 

Belgium . 

24-6 

France . . ^ 

21 6 

Switzerland .... 

19-6 

United States .... 

15 4"(3) 

The Netherlands 

13-6 

Germany ..... 

10 2 


Source : Statistical V ear Book of the Leauue of Nations, 1934-35. 

Federal only (1) Federal and units. (2) Mainly productive debt. (3) Ex- 
penditure includes ordinal y and emergency expenditure 

Other methods have sometimes been suggested such as a 
comparison of the actual or market value of the debts. The 
market price refers only to a small amount of the total debt 
that is in the market for sale. A comparison based on the relative 
proportion of internal and external debt is also difficult. Some- 
times the burden of debt interest is measured in terms of foreinn 

o 

exchange income from invisible items or in terms of the export 
receipts. Thus in June 1934 the British Government informed 
the German Government that there was no substantial strain on 
the interest payments on the Dawes and the Young Loans by 
showing that Germany’s foreign exchange income, from in- 
visible items, on the German estimates was 250,000,000 marks a 
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year, so that the interest on the Dawes and the Young Loans 
would require less than two-liftlis of the receipts from these 
resources, exclusive of any call on German export receipts. The 
exports receipts, it was pointed out, averaged 350 to 400 
million marks per month, so that tke interest on the Dawes 
and Young Loans is only 2 per cent of the gross foreign exchange 
income of Germany from all sources. 

The upshot of the matter is that any one of these methods 
of estimating the burden of a public debt taken by itself is un- 
satisfactory. A combination of methods is essential before 
definite conclusions can be made in regard to the relative burden 
of the public debt in the same country at different periods or in 
different countries at the same period. The proportion of debti 
charges to the total ordinary public expenditure in the Budget] 
and to national income, ceteris paribus, are the most useful 
methods of estimating burdens. In the case of external debt 
the burden is usually measured in terms of the foreign exchange 
income derived from the balance of payments of the country 
concerned. 

The burden of a productive debt, whether internal or external, 
differs from the burden of an unproductive debt, both internal 
and external. Thus India’s public debt position compares more 
than favourably with the debt position of every other country 
because its public debt is self-supporting. Taking the average of 
the five years ending 1933-34, the gross inte)‘est charge on the 
debt has been Rs. 42.06 crores (£31,624,000) per annum, and only 
3 per cent of this Rs.L26 crores (£948,720) had to be met 
from general revenues. A productive debt is incurred for the 
economic development of a country, and the expenditure con- 
nected with it creates a fund for paying the interest and also 
repaying the capital. If the profits of the concern meet this, 
there will be no real burden whether the creditor is living witliin 
the state or whether he is abroad. In this case no general principle 
can be laid down when to borrow within the country or abroad. 
It depends on the situation of the borrowing country. A country 
may require capital for expansion of its undeveloped resources, 
and may find it expedient to borrow abroad if its progress is 
not to be impeded. A country may not be able to get the small 
men to invest their savings for the further development of the 
country’s resources. It therefore has to face practical realities 
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and has recourse to loans abroad in place of the far greater evil of 
holding up the proper development of the country. It has, how- 
ever, to realise that the market is strictly limited in regard to 
the total amount that can be raised, and it has to compete for 
loans at the most opportune moment. It is not derogatory to 
the dignity of a country or evidence of the weakness of its position 
that it has recourse to external loans. A highly developed 
country like the United States borrowed largely, until the Great 
War, for financing railways and other enterprises, in the London 
money market. In 1914 British investments in the United States, 
mainly in railways, were £760 million. Many railways in South 
America have also been built with capital raised in England. 
India has borrowed British capital to the extent of £650,000,000, 
mainly for railways, irrigation works, and industrial development. 
Japan and other countries requiring capital also borrow freely, 
but at higher rates than India, in London and in New York. The 
main point to remember is that even this productive debt must 
be discharged with scrupulous regularity, and no over-borrowing 
of any kind in the well-financed state should be tolerated. There 
must be no overstraining of the credit of the country. Enterprise 
and enthusiasm must go hand in hand with caution and self- 
control. 

Next with regard to unproductive debt. Here no fund of 
new wealth is created out of which interest and repayment of 
the debt can be regularly made as in the case of productive 
debt. If the debt is borrowed for unproductive purposes inter- 
nally the results will be different from borrowing externally. 
When a country borrows abroad for unproductive purposes, 
such as a war, it uses up immediately resources of the foreign 
lender which may be in the form of food or munitions of war. 
The borrowing country has to meet the interest from the country’s 
production, ix. from taxes year by year, and this is an equivalent 
to the export of goods and services which do not pay for any 
imports in return. In short, the wealth of the borrowing country 
is being used up year by year in part in the payment of interest 
and the repayment of principal. There is no immediate burden 
in an external unproductive debt as in the case of an internal 
unproductive debt. There are, however, disadvantages. In the 
fijst place, it is a levy on production year after year, and the 
proceeds are transferred out of the country to the creditor 
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country abroad. Secondly, tire whole burden of the debt can 
only be assessed when the debt is paid oh, and this may be spread 
oyer a very long period. The burden will be heayier or lighter, 
ceteris 2 Mribus, as the purchasing power of gold over labour and 
capital in the borrowing country increases or diminishes. The 
country may have to repay the debt considerably in excess of 
what it borrowed owing to this change in purchasing power. 
Thirdly, in addition to the direct money burden, the amount 
paid to the foreign country by the borrowing country by way 
of interest and repayment of principal, and the direct real 
burden, the loss of economic welfare of the debtor country, there 
is the indirect burden brought about, for example, by the taxes 
required for the debt charges, which may be so high as to check 
the productive powers of the community. Am external loan may 
be unavoidable, the alternative being the use of the printing- 
press inflation, or it may be, in the exigencies of the War, the 
only means of financing the purchase abroad of munitions which 
are vitally necessary to the borrowing country. 

Internal unproductive debt involves a transfer of purchasing 
power within the country and is in contrast to an external debt 
which involves a transfer of goods and services to other countries. 
We have to be careful not to entertain the idea that heavy internal 
borrowing does not matter because it is a transfer and leaves 
behind it no real burden. Heavy taxation to pay the interest 
and the repayment of the loan may mean heavy burdens and 
this may interfere with the productive powers of the community, 
especially in an industrial country requiring regular supplies of 
capital. Melon, in his Essai 2 ^olitici[ue sur le commerce, 1731, an 
English translation of which was in Adam Smith’s library,^ held 
the internal borrowings of a nation to be debts of the right 
hand to the left”, and that they had no tendency either to 
increase or decrease national wealth. Hume in his Essay on 
Public Credit quoted this, as did Adam Smith in his The Wealth 
of Nations f only to condemn it because of the heavy taxation 

^ A Political Essay upon Commerce., written in French by Monsieur M . 

Translated, with some annotations and remarks, by David Bindon, Esq., 8vo, 
Dublin, 1739. (“ Catalogue of Adam Smith’s Library ”, Bonar, London (Mac- 

millan & Co.), 1932, p. 113.) 

" “ In the payment of the interest of the public debt, it has been said it is 
the right hand which pays the loft” {The Wealth of Nations, Book V. ch. hi. 
Cannan’s ed. vol. ii. p. 412). 
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on land and capital. The taxation of the land would ahect 
detrimentally agriculture as the distress of the landlord 
increases, the agriculture of the country must necessarily decline 
and holders of capital would shift their capital elsewhere. When 
'' All or the greater part of the employers of great capitals, 
come to be continually exposed to the mortifying and vexatious 
visits of the tax-gatherers, this disposition to remove will soon 
be changed into an actual removal. The industry of the country 
will necessarily fall with the removal of the capital wFich sup- 
ported it, and the ruin of trade and manufactures will follow the 
declension of agriculture.” ^ An uiternal debt uses up immedi- 
ately a certain amount of a country’s resources. There is the 
immediate burden of expenditure, the consumption of the 
national wealth owing to the expenditure that must be incurred. 
The tax burden on the individual is postponed and the subscriber 
to the loan receives a claim to future goods and services. He 
has a caU on future taxation levied on himself and his fellow 
taxpayers. Were extra savings possible ecpial to the total of 
the loans and taxes demanded by Government it would avoid 
economic damage. Such extra saving in ordinary or even extra- 
ordinary times is not likely to be equal to these increased demands 
on the national wealth. There is, therefore, economic damage 
which may take place in several directions : Potential capital 
which normally would have gone into industry, is used up, 
existing capital is depleted and foreign securities in the debtor 
country may have to be realised in order to pay off debts to the 
creditor abroad. 

The burden of the internal debt itself does not destroy 
wealth ; it merely redistributes it within the community. There 
is an annual transfer of wealth for the payment of the interest 
and the repayment of capital. It adds to the potential saving 
and purchasing power of the interest receivers what has been 
taken from the taxpayers. In many cases the income receivers 
are the taxpayers themselves. If the internal debt results in a 
greater inequality of income, there would be a direct real burden 
on the community. Tliis is so if the wealthier classes are taxed 
less than the proportion of the debt held by them. If, on the 
other hand, the wealthier classes pay more than the interest on 
public securities held by them, there would tend to be a direct real 

^ Op. cit. p. 413. 
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benefit as tliis would make for tlie decrease of tlie inequality of 
incomes. It is no easy matter to come to a decision in regard to 
this point in the case of any individual country. Thus in 1933 
in Great Britain the total income tax payable by individuals (who 
are the wealthier classes of the community) amounted approxi- 
mately to £250,000,000 — incomes up to £500 paying £23,000,000, 
incomes from £500 to £1000 paying £35,000,000, incomes from 
£1000 to £2000 paying £40,000,000, and incomes exceeding £2000 
paying £152,000,000. In addition to income tax (£250,000,000) 
and surtax (£60,000,000) an Estate Duty and Legacy and Suc- 
cession Duties amounted to £76,000,000. The total service of 
the National Debt nowis £224,000,000. Thus in Great Britain the 
net produce of income tax, surtax, and death duties exceeded the 
interest on the National Debt by £162,000,000, which were used 
for general Government services. It is, of course, clear that, 
had the War been financed out of taxes so that no great internal 
debt would have remained, the income tax paying classes would 
have been called upon to pay considerably more to the general 
services. Thus to this extent loans have enabled these classes 
to escape at the expense of poorer classes a heavy burden which, 
had taxation been used to a greater extent, they would have had 
to bear. At the same time it is certain that income tax payers in 
Great Britain are paying their own debt interest, and in this way 
may be said to get no money return from their investment. The 
wealthy who pay high progressive taxes are particularly hit, as 
they are getting in reality no money return and their income and 
saving are decreased in a large degree. Socialist writers, like 
Dalton, are of opinion that the transfers of wealth involved in 
the services of an internal debt are transfers from the poorer to 
the richer classes and also transfers on balance from the younger 
to the older generations, from the active to the passive members 
of the community. At first blush it does seem that as the debt 
is mainly held by the income tax paying class, and as the indirect 
taxes of those who do not pay the income tax also contribute to 
the debt interest, there is a transfer from the poorer to the richer. 
Moreover, as debt holdings of these payers increase more pro- 
gressively according to their wealth than their total liability to 
taxes, the payment of debt interest might be said to involve a 
transfer from the poorer to the richer within the income tax 
paying class itself. It has been shown that the total amount 
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contributed to all services by tlie income tax paying class in 
Great Britain exceeded since 1932 tbe amount required for tire 
services of tire debt. It must also be remembered that in tire 
case of other Government expenditure, notably the social services, 
there is a considerable transfer from the richer to the poorer. 
Before we come to a conclusion as to the harmfulness or the 
reverse of the transfer, it is necessary to examine all items of 
Government expenditure and the character of the taxes which 
are levied. By loans the burden of war expenditure has been 
distributed over a larger section of the community over a longer 
period than otherwise would have been possible. The immediate 
effect of heavy war taxation is to diminish the inequality of wealth, 
and it is probably this fact which makes socialists contend that the 
payment of debt interest involves a transfer of wealth from the 
poorer classes to the richer and, on the assumption that the 
holders of War Loan are the less active members of the community, 
a transfer from the active to the passive members of society. 

Sir Walter Layton placed before the Colwyn Committee on 
National Debt and Taxation interesting data regarding the 
distribution of the National Debt. The figures were published 
in the Committee’s Report,^ and they show that not less than 
36 per cent is held by private persons liable to Estate Duty. In 
this group are private individuals, including owners of private 
businesses and also the relatively well-to-do in industry. Joint- 
stock companies, trade unions, trust companies and foreigners hold 
25 per cent. Banks and the monetary system of the country 
hold 16 per cent, savings banks 7 per cent, and insurance 
companies over 5 per cent. From these figures, which refer to 
nine-tenths of the Public Debt, the Committee concludes that 
the distribution of debt interest is propitious to national saving, 
since much of it is placed at the disposal of industry through the 
groups mentioned above. The Committee also doubts the theory 
that the distribution is from the more active to the more passive 
members of the community if Sir Walter Layton’s analysis is 
to be accepted as regards the true distribution of debt holdings. 
“ The average activity of the debt-holder would hardly appear 
to be less than normal. Evidently a great many of the holders, 
individual and corporate, are extremely active. It might be 
suggested, however, that the growth of the debt has had some 
^ Cmd. 2800, 1927, para. 263. 
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influence in increasing the number of rentiers and the amount 
they draw from the community. We doubt whether this is so. 
There were, of course, special opportunities for making large 
profits during the A¥ar, and this has no doubt led to the creation 
of a new class of rentiers. On the other hand, the change in the 
value of money hit the old class of rentiers very hard. Again, 
the heavy taxation has certainly not conduced to an increase 
in their number.” ^ 

In order to gauge exactly the eEect of the transfer from tax- 
payers to interest receivers it would be necessary to know who 
are the interest receivers and who are the taxpayers, and what 
use each of these would have made of the money paid out by 
them or paid to them. Information would be necessary as to 
the cost of collecting the taxes which require the services of a 
large number of officials a,nd non-officials, such as expert accoun- 
tants, in the collection of the tax. Obviously all this is not 
available. Care, too, has to be taken to realise that the transfer 
of income from the taxpayer to the interest receiver is not 
regarded as the full measure of the way in which the system of 
borrowing first and taxing afterwards has affected the distribu- 
tion of wealth in the community. There is a tendency to regard 
this transfer as an isolated transaction to the exclusion of every- 
thing else. 

The following table is interesting as an attempt to measure 
the burden of public debt at different periods : 


VI [ — The BrjitDEN or Debt in Great Britain - 



J818. 

1013 

(Pre^-War 

Year). 

1023. 

1033 


m 

£M 

£M 

£M 

1. National income 

400 

2,300 

3,800 

.. 3,500 

2. National Debt 

3. Internal Del)! Service 

840 

650 

7,700 

7,860 

(i) IntorcHt and Management 

31-28 

16-94 

271-45 

262-31 

(li) Debt Bepaymont . 

D22 

7-56 

28-54 

26-33 

4. Ratio to National Income of 

/o 

/o 

/o 

/o 

{a) National Debt 

{b) Internal Debt Service 

210 

28-26 

202-63 

224-57 

(i) Interest . 

7-82 

0-74 

7-14 

7-49 

(ii) Debt Repayment 
(c) External Debt Service 

0-3 

0-33 

0-75 

0-75 



1-24 

0-57 


^ O'l). cit. pam. 273. 

“ Vide Cmd. 2800, 1927, para. 676. 
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It might be applied to other countries or as m the present 
case to a country at various dates in order to estimate the burden 
of debt. The general conclusion to be drawn from the table is 
that the burden after the Great War is not very different from 
what it was in the post-War period after 1815. The service of 
debt in 1818 was 55 per cent of the total expenditure, 14 per cent 
in 1913, the year before the War, 47 per cent in 1923, and 29 per 
cent in 1933. In 1818 the saving power of the wealthy was hardly 
touched by taxation, while after the Great War considerable 
limitations were placed on it. Peal income has increased very 
considerably over the last century, and taxation provides to a 
very large extent for the social services, many of which were not 
in existence after the Napoleonic Wars. The burden of public 
debt to-day will be lightened by an expansion in productivity and 
by reductions through conversions in the rate of interest. The 
future burden is bound up with the uncertainties of the future 
rate of interest and the general level of prices. 

In discussions on the burden of the public debt the question 
sometimes arises whether public debt should be included in the 
valuation of national wealth. There are some who include it and 
others who exclude it in an estimate of a country’s wealth. We 
do not go as far as Dietzel in his remarkable book,^ which had such 
an influence on German thought during the latter part of the 
nineteenth century, on public credit, when he maintained that a 
State’s governmental functions were as productive as the manu- 
facture of goods, and that the fixed capital necessary for them 
should be supplied by borrowing as legitimately as in the field of 
industry. The State, in his view, was the immaterial capital of a 
nation. Giffen in his Groivtli of Capital estimated the wealth of 
Great Britain by capitalising the income given in the income tax 
statistics and by supplementing the results where necessary by 
other estimates. He preferred to omit the National Debt from his 
calculations, although the British Treasury included it because it 
was personal property for the purposes of taxation. He himself 
said that he would not censure any one who included the debt as 
a part of the capital of the community, since the money expression 
of all the other capital of the community is less than it wmuld 
otherwise be by the amount of the debt. If there were no debt 

^ Das System der Staatsamleiken im Zusammenhang der V olhsivirtschaft 
hetrachtet (Heidelberg, 1855). 
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lands, houses etc., would exchange '' for rather more than they 
now do. The debt in this view represents a certain distribution 
of part of the capital of the country, and we do not get a complete 
view of the capital unless we include it,” Stamp, on the other 
hand, points out “ that the effect of a long-standing debt like the 
public debts of most countries to-day would be, if existent at all, 
in the direction of depressed values, but certainly not pro tanto 
with the debt involved. It is, therefore, duplicating values 
almost to the entire extent to add Consols to the full fee simple 
value of national property.” ^ Consols arc a mortgage upon 
earned income as well as upon unearned income ; both are sub- 
ject to tax in order to pay interest on the public debt, and public 
debt is certainly property to the holders. He would reduce the 
valuation of the real property by the proportion of Consols secured 
thereon instead of by the whole amount of the debt. The problem 
is not so simple as it looks. Tlie security of the public debt in the 
last resort is the taxpayers themselves who pay the interest and 
the amortisation of the unproductive debt by taxation and very 
rarely by a capital levy. They have subscribed to the loans, and 
if these are unproductive Government have spent them without 
having any revenue-producing fund to pay the interest on them. 
In the case of productive debt, such as are four-fifths of the 
public debt of India, it would be duplication were the value of 
the debt to be added to the value of the railways and irrigation 
works on which these productive loans were spent. There has 
been no fall in regard to public property where the debt is pro- 
ductive debt. Where the debt is unproductive the existence of 
securities in general causes a fall in the valuation of those other 
items of the national wealth the income of which is diminished by 
taxes consequent on the payment of interest on the public debt. 
Reduction of income to pay for the interest on the National Debt 
is not the equivalent of reduction of capital valuation, because the 
tax is distributed on all sources of income in such a way that 
capital does not shift within the country or abroad to any extent. 
The inclusion of public debt, of the character usually met with 
to-day, in the national wealth should, therefore, only be to the 
extent of the total or partial fall of the capital valuation of other 
sources of income owing to the taxation levied to pay the interest 

^ Oroivih of CapitaL p. 22. 

“ British Incomes and Property^ ch. xi. (London, King & Sons, 1922). 
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on the unproductive National Debt and only on that part of the 
National Debt the payment of interest on which is a burden upon 
unearned income or what is sometimes called the capitalisable 
section of the national income. Earned income will, therefore, 
have to be excluded.^ 

^ Cf. La IndiLsione del Dehito Pubblico Nelle Valuiazi07ih della Ricchezza 
delJe Naziom. Luigi Einaudi, La Haye, 1934. 



CHAPTER XXXIY 


POLITICAL DEBTS AND BEPAKATIONS 


The Natube oe Inter-governmental Debts 

1. Political, War, or inter-governmental debts were stated in 
Chapter XXXII. to require special discussion. They necessitate 
isolated treatment because they are a very special form of loan — 
a loan from one Government to another, usually with an implied 
advantage to the lending country. A common war effort and 
the prevention of financial collapse on the part of a State in which 
the lending State is interested are the most common causes of such 
inter-governmental debts. A second feature of political debts 
is that these external loans are almost, without exception, un- 
productive debts and, therefore, do not create their own means 
of payment. The heavy burden of such debts has been explained 
in the previous chapter. They are in marked contrast with 
commercial loans, which are normally self-liquidating and enable 
the borrower to repay the loans and at the same time to become 
more prosperous. War debts, in short, leave behind them 
nothing but complications and international ill will. A third 
point of difference is that since these debt payments have to 
be made abroad, their transfer across the exchanges has an im- 
portant effect on trade and prices. It must not be forgotten 
that the total inter- Allied and relief loans are large ; the indebted- 
ness of foreign Governments, eighteen in number, to the United 
States on 1st October 1934 was $12,098 millions (£2420 millions), 
of which the principal unpaid alone amounted to $11,434 millions 
(£2287 millions). Of this amount the total debt owed by Great 
Britain was $4714 millions, that of France $3981 millions, and of 
Italy $2010 millions. Seventy-five per cent of the American 
loans were made from 24th April 1917 to I5th November 1918, 
and the remainder (25 per cent) between 16th November 1918 
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and 1st November 1920. The total War advances by the United 
States to Great Britain were $4277 millions (£855,400,000), and 
in respect of this the sum of $2025 millions (£405 millions) was 
repaid as interest and principal to the United States. The 
following table gives the total inter-governmental debts in 
millions of dollars at the end of 1924 at the rate of exchange on 
the last day of that year : 


Inter-govebnmental Deets at the End of 19:24 
(In millions of dollars at the rate of exchange on 31st December 1924) 


Debtor G oveniments 

Total 

T 

0 whom ov'cd 


Debt 

I'nited States 

Great lintain 

France. 

Great Britain 

4,554 

4,554 



British Empire other than 
Great Britain & Canada* 

622 


622 


France . 

6,911 

4,138 

2,767t 


Italy .... 

4,755 

2,097 

2,639t 

19 

Belgium 

579 

472 

43 

58 

Russia .... 

3.872 

252 

3,267t 

353 

Poland .... 

254 

179 

23 

49 

Czechoslovakia 

155 

116 

2 

29 

Portugal 

104 


104 


Jugoslavia 

308 

64 

149 

94 

Rumania 

268 

45 

134 

62 

Austria . 

113 

30 

51 

IS 

Greece . 

154 

17 

99 

30 

Estonia 

18 

17 

1 


Armenia 

20 

15 

5 


Belgian Congo 

17 


17 


Finland 

9 

9 



Lithuania 

6 

6 



Latvia .... 

6 

6 



Hungary 

2 

2 



Grand Total 

22,727 

12,019 

9,923 

712 


Source . National Industrial Conlercnce J3oard, The 1 liter- Allii Debts and the United 
States (New York, 1925), p. 25. Ci. Bncyclopaedia. of the Social Sciences, vol 9, p. GocS 
* Tlie total debt shown in colinnn 2 does not agree witli tlie totals of columns 3, 4, 
and 5 m the case of all countries since Canada and Italy as creditor countru's are omitted. 
France owed Canada SG millions, Belgium J$G millions, ilouniama S20 millions, and Greece 
S8 millions, or Canada was a creditor to the extent of $40 millions Italy was a cnslitor 
country oi Poland S3 millions, Czechoslovakia $8 millions, Jugoslavia $.1 million, Ivoiimania 
$7 millions, and Austria .$14 millions, or a total of S33 millions It these totals are in- 
cluded the distribution of the debt totals $22,727 millions, 
t Net. 


The total debts owed to Great Britain by its Allies on 31st 
March 1933 were £1166 millions, of which £756 millions were 
owed by France and £253 millions by Italy. Great Britain 
received no receipts against its advances, and in addition 
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made large payments out of its own resources to the United 
States on account of its War debt obligations. The British 
payments have been made possible by unprecedented taxation, 
the burden of which since the War amounts to one quarter of 
the whole national income and exceeds — for a considerable 
period it was double — the total burden of all federal state and 
local taxation in the United States. In 1931 further increases of 
taxation were imposed together with retrenchment and economy 
in public expenditure, and in the following year a conversion of 
£2087 millions of public debt made it possible to avoid a deficit 
in the following year. It would have been, as the British Govern- 
ment pointed out, a gross act of social injustice to the taxpayers 
if, in order to pay War debts to the United States, they had been 
denied relief from the emergency sacrifices imposed in 1931 
while Great Britain received nothing in the form of AUar debt 
payments due to it. 

Inter-governmental debts are not a question of internal 
revenue except in so far as the debts are paid for by internal 
revenue which has to be converted into the creditor’s currency 
or into gold. They are payments which have to be related to 
the balance of trade. The debt owed to the United States by 
Great Britain is less than one-half of the total of the debts owed 
to Great Britain by her debtors. If the ten principal debtor 
nations to the United States paid the interest and the principal 
on these debts over the entire currency of the loans, the aggregate 
total payments would be no less than £3000 millions. It is clear, 
therefore, that the payment of these large amounts would 
necessitate a complete change in the economy of the debtor and 
the creditor countries alike. This fact was realised and no 
attempt was made to collect the debts until from 1923 to 1925 
the United States called on the debtor countries to fund their 
agreements. The conclusion accordingly is that Great Britain 
would have received annually, if paid its interest on War debts 
and reparations (which in the absence of the Lausanne agreement 
made by Great Britain, France, Italy, Belgium, and Germany, 
would have been due on 8th July 1932), £64 millions, and would 
have had to pay to the United States £51 millions. Thus the 
debts owed to her would have exceeded those owed by her to 
the United States. 

Political loans in peace time are, as a rule, small in amount 



824 


THE SCIENCE OF PUBLIC FINANCE 


BK, IV 


and do not have the repercussions of large war loans. They are 
usually for financial reconstruction in sonae form or other, as, for 
example, those made to Austria in 1923, Hungary in 1924, 
Greece in 1924-27, Bulgaria in 1926 and 1928, Danzig in 1925 
and 1927, and Estonia in 1927. The danger of this kind of loan 
is that they may place the debtor state in a position of sub- 
ordination to the creditor. It is on this account that sometimes 
the national loans are guaranteed by several states. In 1923, 
for example, Austria obtained a loan of 585 million gold crowns, 
Great Britain, France, Italy, Czechoslovakia, Belgium, Sweden, 
Denmark, and the Netherlands each guaranteeing a fraction of 
the loan. The service of the loan was secured by appropriating 
substantial sources of revenue under the control of the League 
of Nations. In connection with League loans a definite procedure 
is followed and the League gives it its moral support after inquiry 
by a recommendation to bankers. The rights of the creditor are 
protected by a Foreign Commission, and there is usually a more 
or less strict control over the finances of the borrowing state by 
a representative of the League. 

The fundamental diference between War debts and com- 
mercial debts and the size of these are the main grounds, in short, 
for separate treatment. W ar debts produce also peculiar political, 
economic, and financial difficulties. History shows that there is 
also opposition on the part of the countries to the payment of 
these loans, as it is urged that the proceeds of war have been spent 
in a common aim and some of the debtors have made greater 
physical sacrifices than the creditor or creditors. As years go 
on, this political argument tends to become stronger and stronger, 
because new generations who knew not of the War object to the 
heavy burden laid on them. Thus the British Prime Minister, 
the Earl of Liverpool, in March 1816 was attacked by the critics 
of the Government for his '' expensive and disinterested gener- 
osity in regard to the debts owed to it from the Allies. Lord 
Holland asked whether Great Britain was to have no relief 
“ while the other countries which they had rescued by their 
blood and treasure were not even to pay their just debts, be- 
cause, forsooth, they were unwilling, or said they were unable, 
though their resources had so greatly increased The House 
of Commons was not enthusiastic when the debt with Austria was 
settled in 1823. Members said in 1824 that '' in justice to other 
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bankrupts the Emperor’s name ought to appear alongside theirs 
in the Gazette ”, and that '' 2s. 6d. in the pound was not a hand- 
some composition for an Empire History repeated itself 
during the period 1923 to 1933. The views of continental 
Europe were Avell summarised by M. Louis Marin when he asked 
in the French Senate on 22nd January 1925, “Are lives and 
limbs lost on the battlefield of less value than money loaned ? 
Are the terms of the Peace Treaty insisted on by America and 
never ratified not worth some compensation ? While war still 
raged, statesmen in every country appealed in the common 
cause, some countries gave their ships, some munitions, some the 
lives of their sons, some money, and to-day only those who gave 
money come, saying to us, ' Give back what we loaned In 
short, the money rvas borrowed not to use in business in the 
ordinary way, but in order to fight a battle which was as much 
America’s as it was Europe’s. As America’s men were not ready, 
America supplied the materials. No credit, however, was given 
for men supplied to the common cause, but full credit was given 
for materials such as cotton, munitions, cereals, and other foods, 
and at prices three or four times their normal price. On the 
other hand, the creditor country or countries are apt to regard 
the loan as a purely commercial loan, to overlook the transfer 
problem in money payments, and to forget the effect of payments 
in kind on the receiving or creditor countries. Thus in 1934 the 
United States demanded the payment of War debts on the 
ground that the question had “ gravely complicated our trade 
and financial relations with the borrowing nations for some 
years ”, and the President recalled that “ the money by the 
United States was in turn borrowed by the United States Govern- 
ment from the people, and that our Government, in the absence 
of payments from foreign Governments, has been compelled to 
make up the shortage by general taxation of its own people 
“ The American ])eople ”, he said, “ would not be disposed to 
place an impossible burden on their debtors, but are nevertheless 
in a just position to ask that substantial sacrifices be made to 
meet these debts.” 

Next with regard to economic and financial consequences. In 
recent years two mutually opposite policies have been followed. 
On the one hand, an international financial system has been 
developed which involves the annual payment of large sums by 
VOL. II X 
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debtor to creditor countries. On tlie other band, obstacles have 
at the same time been placed in the way of the free movement of 
goods and services so that capital cannot move except in such 
a way as to upset the world’s financial equilibrium. Creditor 
countries have refused to accept payment in goods and services, 
and this bas compelled tbeir debtors to pay in gold. Gold 
reserves, therefore, in debtor countries have been drained, if not 
exhausted. This in turn has depressed the price of commodities 
in terms of gold currencies. This fall in prices has brought wide- 
spread ruin to producers in creditor and debtor countries alike, 
because the Avhole w^orld to-day is closely linked up in economic 
solidarity. The fall in prices has seriously increased the burden 
of commercial debts and at the same time has made intolerable 
the peculiar burden of War debts. These hxcts are a plain tale 
which must be told in plain language, and they show that it is 
impossible to exchange sums of the required magnitude of War 
debts from one currency to another without disastrous effects on 
trade and prices. It is sometimes overlooked how these pay- 
ments to the United States throw the whole international financial 
machinery out of gear. The AVar changed America from a 
debtor into a creditor country in too short a space of time. In 
post- AVar years this was intensified by the very unnatural com- 
bination of large exports and high protection against imports. 
This unnatural process was accompanied by a demand for pay- 
ments on AVar debts and also by excessive foreign lending. It 
would not be wrong to regard these developments since the War 
as the main causes of the great trade depression of 1929-34. The 
Avorld, therefore, had to base itself on borrowing from the United 
States in place of selling to that country. Foreign lending 
indeed on the part of the United States was encouraged by the 
extreme poverty in Europe. In ten years the United States 
lent abroad as much as the net foreign loans of Great Britain 
during the whole of the nineteenth century. This lending was 
certainly brought to an end by the growth of the American boom 
in 1929, which led to a cessation of America’s international 
lending to which the world had become accustomed. The United 
States’ export surplus before 1915 varied from |200 millions to 
$600 millions. In 1917 and 1918 it exceeded $3000 millions and 
in 1919 was about $4000 millions. War loans were made to meet 
the requirements of the belligerents and took the form of muni- 
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tions and food. The debtor countries were credited at ex- 
travagant prices for those goods required in the prosecution of 
the War. It was no one’s fault, because it arose from the difhciilt 
conditions of the time. These, however, being taken in the form 
of goods enormously increased the volume of exports in lending 
countries. The United States, in brief, refused to take pay- 
ment in goods and services and demanded gold. So long as 
debtor nations are compelled by every means to increase their 
export surpluses in order to meet inter-governmental debt 
burdens they cannot play their part in normal commerce. Their 
purchasing power is diminished, and this is reflected in diminish- 
ing receipts in the hands of producers in the creditor country. The 
United States has still a large favourable balance of payments 
and will not lend abroad. The result is obvious. It is exercising 
a deflationary pressure on the world, and will continue to do so 
until its exports decrease or imjDorts increase or its foreign debtors 
default. Equilibrium will not be restored until then. The pay- 
ment of the debt implies that the creditor will be willing to accept 
goods and services sufficient to cover the debts due to it over and 
above the goods and services required to cover its exports, and 
this means a complete reversal of the existing favourable balance 
of trade between the United States and the rest of the world. This 
raises a wider issue of inter-governmental obligations resulting 
from the World War. The British Government in their Note,^ 
dated 4th June 1934, referred to the possible payment of debts in 
goods, and the United States Government in its reply said that 
No proposal had ever been presented to the Government 
towards payments in kind to an extent that might be found 
mutually practicable and agreeable ”. The President, in view of 
the criticisms raised with reference to payments in kind, stated 
that this simply meant a declaration of the Administration’s 
willingness to discuss with the British Government a matter which 
the latter had themselves raised in their Note, and he emphasised 
that payments in kind could be very partial ” and the debt 
could obviously not be discharged in wdiole ” by such means. 
He declared that the United States Government had no intention 
of permitting American industry or agriculture to suffer as a 

^ Papers relating to the British War Debts, Cmd. 4609, 1934. Cf. Cmd. 
1912, 1923, Cmd. 4202, 1932, Cmd. 4210, 1932, Cmd. 4211, 1932, and Cmd. 
4448, 1933. 
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result of any debt agreement embodying such payments. There 
the matter has remained since June 1934, and it is clear that 
international transfers such as would be necessary to transfer 
such enormous sums would be impossible without radical altera- 
tion in the economic policies of the United States. Indeed it 
was this very point that Jefferson, the Secretary of State, in a 
long and able Memorandum to the British Government signed 
by George Washington and Alexander Hamilton, stressed regard- 
ing the payment of debts amounting to $11 millions that were 
owed to British merchants. It was impossible to pay large sums 
of debt in gold or silver, he said, since America had lost its stocks 
owing to the Avar, and that he held that there was no moral reason 
for fulfilling the debt clauses of the Treaty of Peace 1783, since 
the British Government had, by its fiscal policy and shipping 
policy, lessened America’s means of payment. These debts, it 
may be noted, remained outstanding for very many years, until 
in 1802 it was decided to discharge them by a payment of 
$2,664,000 in three annual instalments. Payments in kind referred 
to in June 1934 marked the largest intellectual advance yet made 
upon the subject of War debts by an American Administration. 
Payment in such a form may overcome the specific transfer 
problem involved in money payments. But it was the history 
of payments in kind by Germany that aroused intense opposition 
in the countries at the receiving end. The American producer 
and trader noAV have to ask the question, “ Do Ave want to be 
paid ? ” This will become in the future a main issue of the 
United States in regard to War debts. 

War Loans versus Subsidies 

2. The first instance in modern history of a direct inter-govern- 
mental loan is the case of France, which advanced to the United 
States during the War of Independence loans extending over the 
period 1777 to 1783. These loans amounted only to $6,352,500, 
and of this amount $4,327,600 were repaid in 1795. The balance 
($2,024,900) was converted into domestic loans bearing interest 
at 4"2- per cent and 5-i- per cent per annum. These loans were 
repaid — the 44 percent between 1807 and 1808, while the payment 
on the b-J- per cent was finally made in 1815. These loans, however, 
were very small as compared with the enormous twentieth-century 
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War loans. Apart altogether from their size there is another 
great point of difference. The creditor State was not in the same 
position to France as she was in the Great War when the issue 
was as much America’s as it was of her other Allies, who were m 
the trenches in France long before she was able to come into the 
War. General Pershing, the commander of the American forces 
in France, said that if it had not been for the Allies, who held 
the line fifteen months after we entered, it might well have been 
lost ”, and “ We were responsible for their having to hold the line, 
and we advanced the money which made it possible for them to 
hold it. But I believe part of that expense should now be borne 
by the United States.” 

Great Britain in 1795 and 1797 gave loans to the Emperor of 
Austria amounting to £6,200,000. Portugal also received a loan 
in 1809 which was remitted by the Treaty of Vienna in 1815. 
In 1855 Great Britain gave to Sardinia a loan of £2 millions to 
equip an army of 15,000 men against Eussia in the Crimean 
War. The policy of Great Britain, however, has always been 
subsidies rather than war loans. Subsidies as a phase of war 
effort can be traced even to the time of Edward III in his alliances 
with German Princes and the Emperor Lewis the Bavarian.^ 
Walpole began a regular system of advances in 1741 when 
£300,000 were advanced to Maria Theresa, and this subsidy 
was increased by Carteret to £1,250,000. It was found cheaper 
and more satisfactory to grant subsidies than to send soldiers 
abroad, especially as British troops were more expensive to 
maintain than continental. In the Seven Years’ War Pitt 
helped Frederick with subsidies against the French, as Pitt 
wished to conquer Canada in Germany. In the last decade of 
the century from 1793 Great Britain financed her allies by 
subsidies, and between 1793 and 1816, out of a total of £57 millions 
in loans and subsidies to foreign states, over £50 millions alone 
were in subsidies.- An American historian, Professor Edwin F. Gay 
of Harvard University, in a paper on War Loans or Subsidies”, 
points out that in regard to the American War Debt it is difficult 
to find any evidence in the historical record that the policy of 

^ Cf. “ War Loans versus Subsidies ” [Foreign Affairs, New York, vol. ix. 
No. 4, 1931). 

- Accoimts relating to the Public Income and Expenditure, of Great Britani 
and Ireland (2 vols , 366 and 366 — I — 1869), vol. ii. p. 681. Both volumes are 
indispensable to the student of British finance. 
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subsidies was given any serious consideration ; but that after 
the experience of the Austrian loan the British policy was not 
to engage in any transactions of that kind but to follow the 
traditional system of subsidies. ^‘The fact remains’’, says G-ay, 
“ that subsidies, not loans, had been adopted by England as a 
settled policy, that while her Allies shed blood in the common 
effort, she furnished her share of the treasure. At the end of the 
struggle, for all practical purposes, England wiped the slate 
clean. Beset with difficulties of the gravest character at home, 
with taxes at an unprecedented height, with such serious financial 
complications that Kicardo was supporting a demand for a 
capital levy, with agriculture in distress and industry languishing, 
with an army of unemployed, and with riots in her manufactur- 
ing towns, England, nevertheless, showed expedient moderation 
toward France and prudent forbearance toward her Allies. 
She left the Continent unhampered to undertake its necessary 
economic reorganisation. Her action was not quixotic ; it was 
not merely the ' gentlemanly tradition ’ of government. The 
^ new doctrine of disinterestedness ’ with which Lord Liverpool 
was taunted, was calm and far-sighted statesmanship.” Gay 
concludes that the future American historian may be forgiven 
if he repeats sententiously the sound lesson of Lord Liverpool’s 
prudence and expedience. In case of war, if you can give at 
all, give and do not lend.” 

War debts in the Great War began in October 1914 when 
Eussia applied to Great Britain for financial assistance. In 
the following year Great Britain, France, and Russia pooled their 
military and financial resources. A credit was opened in London 
in 1915 for 1500 million francs on behalf of France, and France 
sent to the Bank of England gold in the same year which was 
to be returned after the War when the credits were repaid. Great 
Britain and France gave loans to Belgium, Eussia, Italy, Serbia, 
Rumania, Greece, and other countries. When France became 
exhausted, Great Britain alone made loans until 1917, when the 
United States entered the War and became the chief creditor 
of the Allies. The loans were expended in the United States 
for the purpose of winning the War.^ The United States first 

1 Of. The authoritative review by the Assistant Secretary of the American 
Treasury in charge of Foreign Loans from 1918 to 1920 — Albert Rathbone, 
“ Making War Loans to the Allies ” {New York, Foreign Affairs, vol. hi. April 
1925). 
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lent to England whicli distributed the amounts among the Allies, 
but later the United States herself lent directly to various Allies. 
After the War the United States continued to lend for the 
economic rehabilitation of Europe. In 1922 an Act was passed 
by the American Congress setting up the Funding Debt Com- 
mission.! It reaffirmed unconditional payment of interest and 
principal and made a series of agreements between 1923 and 
1925 with its debtors. It provided for the refunding of the 
Allied debts by the issue of securities which were to mature in 
twenty-five years and carry a rate of interest not less than 4^- 
per cent, the rate paid by the United States Government on its 
internal loans. The Agreements made by the Funding Debt 
Commission specify the repayment of the principal, although 
they do not keep to the rate of interest or to the period of repay- 
ment. The rate of interest varies with the “ capacity to pay ”, 
and repayment is distributed over sixty-two years. Great 
Britain and France also concluded funding agreements with their 
debtors, but Great Britain laid it down that in no circumstances 
would she collect more than the equivalent required to pay 
the United States. The Balfour Note of August 1922, therefore, 
definitely linked up War debts with reparations. Great Britain 
bound herself unilaterally and this premature move hampered 
her in later negotiations. It would have been more expedient to 
wait, and it might then have been clear whether this would have 
been accepted by others. The Dawes Commission of 1924 
reduced reparations from the astronomical figure which hitherto 
had held the field. These indemnities continued to be paid as 
there was a large flow of investment from the United States into 
continental Europe. The prosperity, however, between 1923 and 
1929 contained the germs of future trouble. The debtor countries 
as they could not pay in goods and services were forced to pay 
in gold, and matters got from bad to worse. In the summer of 
1929 the Young Plan was framed and Germany promised to pay 
annually an equivalent of $500 millions or £100 millions at par, 
the ma,jor part of which was to be passed on as War payments 
to the United States. With the collapse of 1931, European 
creditors did not and could not pay. The Moratorium, which 

^ The Commission, after the conclusion of debt agreements with all except 
five debtor nations, ceased to exist on 9th February 1927. The Funding 
Agreements covered more than 97 per cent of the total principal of obligations 
outstanding when the Commission was created. 
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was the result of President Hoover’s initiative, began from 1st 
July 1931 and suspended inter-governmental payments for the 
Hoover year — 1st July 1931 to 30th July 1932. The object of 
the Hoover Moratorium was to relieve the pressure of the 
difSculties resulting from the fall in prices and lack of confidence 
in economic and political stability, and to assist in the re- 
establishment of confidence, thus forwarding political peace and 
economic stability in the world With the cognizance and 
approval of the United States Government, the creditor Govern- 
ments of Germany, i.e. the representatives of Great Britain, 
France, Italy, and Belgium, met at Lausanne, and an agreement 
was signed and payments in respect of War debts of France, 
Italy, and other countries were suspended, except in the case of 
Great Britain to the United States, which continued up to 
December 1933. 

In their Note of 1st December 1932 the British Government 
stated fully why the system of inter-governmental debt obligations, 
as it existed before the Hoover Moratorium, could not be revived 
and why a radical revision of the existing settlement was essential. 
Only an instalment of the British debt due on 15th December 1932 
was paid, and paid in gold mainly because the American Govern- 
ment had stated that such a payment, in their opinion, would 
increase the prospect of a satisfactory approach to the whole 
problem of War debts. The British Government stated that 
this payment was not to be regarded as a remission of the annual 
payments under the existing agreement. Discussions took place 
in the spring and autumn of 1933, but no settlement was arrived 
at. On 15th June and 15th December 1933 the British Govern- 
ment made token payments, and the President of the United 
States expressed his personal view that he would not regard this 
as a default. In June 1934 the Government would have been 
prepared to make a further payment in acknowledgment of the 
debt and without prejudice to their right of again presenting 
their case, provided that the President did not consider this a 
default. Legislation in the United States, however, made this 
impossible, and therefore the Government decided to suspend all 
inter-governmental payments pending a final revision, since the 
regular remission of full payments to the United States would 
revive the whole system of inter-governmental War-debt pay- 
ments and postpone indefinitely the chances of world recovery. 
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There was, as was stated at the time, no intention of repudiation 
of obligations. Discussions would have to wait until, in the 
opinion of the President of the United States, such discussion 
would be likely to be of value. 

The Funding Debt Commission have stated that capacity to 
pay does not mean requiring the foreign debtor to pay to the full 
limit of its present or future capacity. “ It must be permitted to 
preserve and improve its economic position, to bring its budget 
into balance, and to place its finances and currency on a sound 
basis, and to maintain and, if possible, to improve the standard 
of living of its citizens. No settlement which is oppressive and 
retards recovery and development of the foreign debtor is to the 
best interest of the United States or of Europe.” The principle 
of the capacity to pay, however, in post- War inter-govern- 
mental loans is of secondary importance to the capacity of the 
world to endure the consequences which these huge transfers 
involve. 

In no ciiuumstaiices should the world disorder be perpetuated 
that reactions are set up involving losses many times greater than 
the total amount of War debt. Fourteen other States suspended 
the bi-annual payments to the United States in June 1934. Thus 
the effective collapse of the whole structure of debt-funding agree- 
ments, initiated between 1923 and 1925, took place with dramatic 
suddenness and among the debtors unanimously. The question 
of War debts was indeed removed from the land of sentimental 
make-believe to the firmer ground of economic realities. The 
suspension of payments without any possibility of their being 
resumed in the old form will tend to result in the whole debt 
question slipping out of the international political foreground, 
and much of the irritation which has been injected into inter- 
national relations will ultimately disappear. Cancellation is the 
best ])olicy. If the debtor should have the ability to pay, it is 
unwise for the creditor (in his own interest) to ask the debtor to 
pay, as the payment will interfere with the creditor’s prosperity. 
If cancellation is not possible, a reasonable single-debt payment 
in full settlement is, faute de mieux, the alternative. In view, 
however, of the attitude of continental countries to War debts 
and of the de facia connection between the two sets of inter- 
governmental obligations, the latter is less likely than the 
former. 
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AVae, Indemnities and Reparations 

3. xl distinction is sometimes drawn between war indemnities 
and reparation or reparations. The latter term arose at the Peace 
Conference after the Great AA^ar and was a deliberate creation to 
emphasise the idea of making good the actual damage done in the 
AA^ar, and at the same time to avoid the idea of indemnity to meet 
the cost of the AA^ar or profit to the victors. It was, therefore, 
used to describe the payments to repair damage, in cash and 
in kind, demanded by the Allies from the Central Powers, mainly, 
if not entirely from Germany. The demands were based on the 
restitution of physical objects which had been destroyed and also 
on the compensation due to civilians for direct injury. The 
Peace Conference was dominated by a war psychology and a lust 
for vengeance. It was only after a struggle that direct war costs 
were excluded. In spite of the strong protest of Germany, the 
capitalised value of separation allow^ances and war pensions were 
included. From the history of the negotiations on reparations 
spread over fourteen long weary years the cupidity and the selfish- 
ness of politicians stands out clear as the noonday, and one sees 
the truth of the saying that when politics comes in at the door 
economic and financial principles fly out at the wdndowc The 
real effects, for example, of the physical transfer of goods from one 
country to another, from the national heap of goods and services 
produced in one country to that in another, and the importance of 
fixing indemnities or reparations according to capacity to pay, 
were forgotten in the haste to extract from the defeated enemy 
excessive sums in order to balance budgets or to pay for recon- 
struction. Before the Dawes Committee was convened in 1923, 
the elementary truth was overlooked to an incredible degree that 
a country, after paying by direct means all that it can, such as 
immediately transferable wealth in the form of gold, foreign 
securities, ships, and property in ceded territory, must fall back 
on paying by the goods and services which it produces. Notwith- 
standing this simple truth, we find a long-drawn-out struggle on 
the part of the creditors to forget it and to prevent the debtors 
from paying by goods and services. The difficulty lies in the fact 
that both the principal creditors and the debtor were highly 
industrialised countries producing the same goods, and when the 
debtor paid the creditors in these, the creditors found that the 
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Lome market for their own producers of these goods was tcmto 
reduced. They were, too, placing themselves at a disadvantage 
with their customers in neutral countries, who were unwilling to 
purchase from the creditor country when the reparation-paying 
country was dumping cheap goods into it. On the other hand, 
until 1923 a large part of German deliveries in kind went to 
Yugoslavia, an agricultural country which could absorb these 
without disadvantage to itself. In other words, the paying 
country should be the complement and not the rival of her 
creditors — she sliould be an industrial country if her creditor is an 
a<^ricultural, and if her creditor is industrial she should be in the 
main agricultural. The only way in which rejDarations can be 
satisfactorily ])aid is if the payer is a producer of different goods. 
The absence of this principle accounts for the high tariffs and 
deflation which have had so restrictive an effect on the possibility 
of reparations on any large scale. 

Eeparations arc closely connected with War debts, although 
from the purely legal viewpoint this may not be so. At the 
infructuous Hythe Conference, 1920, where reparations and 
Germany’s taxable capacity were discussed, it was proposed to 
link up War debts with reparations. The connection between 
the two was the basis of the Balfour Note of 1922. In the 
Young Plan, 1929, the connection was again emphasised, as 
European nations held that reparations from Germany should 
be as nearly as possible the equivalent of the War debts to the 
United States. The matching of debts with reparations was a 
step forward in the Young Plan, where the provision of varying 
the amount of reparations with the change in the value of gold 
was dropped, although this had been a feature of the Dawes 
Eeport, 192T. No such variations existed in the War debt 
funding agreements. The United States Government admitted 
by implication the connection between the two sets of inter- 
governmental obligations when the Hoover Moratorium , was 
proposed in 1931. The Lausanne Agreement, 1932, also took 
note of this connection. The agreement was not to be ratified 
until the creditors of reparations had made satisfactory settle- 
ments with the United States on War debts. Eeparations and 
War debts are War obligations and are clearly inseparable ; 
they arc part of the aftermath of war ; arc entirely different 
from productive debts and are, therefore, a burden on the debtor 
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State, since they tend to reduce in the paying country the 
standard of living, purchasing power, and savings out of which 
internal capital comes. They are both inter-governmental 
obligations. 

The history of the nineteenth and twentieth centuries makes 
it possible to draw certain conclusions in regard to indemnities 
and reparations. There are five classic examples of indemnities 
in this period, viz. the Treaty of Tilsit, 1807, the second Treaty 
of Paris, 1815, the Treaty of Frankfort, 1871, the Treaty of 
Shimonoseki, 1895, and the Treaty of Versailles, 1919. By the 
first of these treaties, Napoleon forced an indemnity which was 
far beyond the capacity of Prussia to pay, Prussia being then 
predominantly agricultural and without any large industries or 
foreign trade. The total indemnity was estimated at £26 
millions. By a convention supplementing the Treaty he main- 
tained 100,000 men in Prussia at its own expense until the 
indemnity was paid — a practice which, it is interesting to note, 
has been followed subsequently. In the second Treaty of Paris, 
1815, an indemnity of 700 million francs was imposed, and in 
addition 150,000 men were kept by the Allies for five years in 
the main defences of France, costing 250 million francs a year. 
In 1871 France was compelled by Germany to support a German 
army in northern and eastern France until an indemnity of 5000 
million francs (£200 millions) was paid. To the surprise of the 
world France paid this off in two years and four months. To 
meet this the French Government floated two large loans to the 
equivalent of £230 millions. With the proceeds of the loans the 
Government was able to purchase through the Bank of France 
in France itself 750 million francs worth of German banknotes 
and 1500 million francs of securities with an international market. 
The remaining sum, 2750 million francs, was obtained through 
the purchase of bills of exchange. The German banknotes were, 
of CQurse, German money left in France. It is not possible to 
say how much was used from past savings, although it has been 
estimated that 1500 million francs were from current savings or 
hoards. The increase in the public debt was permanent. No 
difficulty arose in regard to the transfer problem. The German 
banknotes were readily acceptable and the securities were sold 
without difficulty in Berlin. In regard to the bills of exchange, 
the goods were shipped out of France and the proceeds made 
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over to Germany. France, too, had a favourable balance of trade 
during this period, and Germany in 1871 was a free-trade country. 
It has been held that the payment of the indemnity did Germany 
more harm than good. The credit of the debtor country is upset 
by the indemnity, and this affects the creditor country and other 
countries, as nowadays the whole world is mutually inter- 
dependent. Aloreover, tariffs and quotas are put into operation 
against the goods of the indemnity-paying country. Norman 
Angel 1 ^ showed that Germany had to face a serious depression 
especially in the year 1876-77 ; French industry, on the other 
hand, it is argued, was stimulated by the payment of the 
indemnity. It is difficult to estimate how far France was 
better oh than Germany as a result of the indemnity and how 
far the payment of the indemnity itself led to Germany’s troubles, 
but it must be admitted that the indemnity gave Germany 
increased ])urchasing power and made it possible for Germany to 
reform its currency and also to increase its military power 
without putting a very heavy strain by taxation on the masses. 
The Treaty of Shimonoseki in 1895 brought an indemnity to 
Japan of nearly £36 millions, and it gave Japan foreign credits 
which, some hold, modernised her industry. It cannot, however, 
be said, all things considered, that tlie indemnity was the cause 
of the industrial advance of Japan in the present century any 
more than it was that of Germany in the last century. The 
articles 231 and 232 of the Treaty of Versailles, 1919, provided 
for reparation for the damage done and also for a Reparation 
Commission to assess the extent of the damage precisely on the 
various items laid down in the treaty. The treaty did not answer 
the question '' What can Germany pay ? ’’ but only laid down 
the items on which her liability for reparation was to be based. 
It was left to the Reparation Commission to evaluate these items 
in the Peace Treaty, to make as it were the total of the sum set 
to them. Beyond that it could not be blamed for what followed. 
A series of conferences in various places at various times had 
already proved abortive, and in March 1921 the Allies decided to 
follow the basis of action provided for by the treaty (which came 
into being in January 1920). A Reparation Commission was 

^ Cf. Norman Ant^ell, The Great Illusion (London, 1910), bnt see O’Farrell, 
The Franco-German War Indemnity and its Economic Results (Garton Foundation 
Study, London, 1913). 
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appointed on 27th April 1921 which assessed Germany's liability 
at 132,000 million gold marks, or £6600 millions. It may be 
noted that in this very month Germany ohered to satisfy its 
reparations obligation by paying 50,000 million gold marks at 
its present value or annuities to the extent of 200,000 millions, 
an oher considerably above the amount later accepted under the 
Young Plan. The Eeparations Commission in May notified the 
German Government of the schedule of payments. Three series 
of bonds to the total amount were to be issued by Germany — 
they were in fact never issued — and two sets of annuities were to 
provide the funds for the ser\fice of the bonds — one fixed at 2000 
million gold marks and the other variable at 26 per cent of 
Germany's exports. Certain revenues, including customs, were to 
be assigned as additional security. Under the British Eeparation 
(Eecoveiy) Act of 1921 and under similar legislation in France, 
Geimany was to pay its exporters for levies on im.j)orts into those 
countries made by the respective Governments on reparations 
account. This resulted in a serious crisis in Germany, but the 
terms were finally accepted. The first 1000 million marks were 
to be paid within twenty-five days. The mark began to de- 
preciate in consequence of the efiorts of the German Government 
to buy foreign exchange, and by the end of 1921 a partial mora- 
torium had to be granted to prevent default. Conditions in 1922 
were as bad as in the previous years and the mark continued its 
downward course. Finally, early in January 1923, the Eepara- 
tions Commission again declared Germany in default, and French 
and Belgian troops two days after this default later moved into 
the Euhr. The struggle in the Euhr lasted from January to the 
end of September, when the Berlin Government, owing to the lack 
of success of a passive resistance campaign and the phenomenal 
depreciation of the mark, submitted and then negotiated with the 
Micum (La Mission Interalliee de Controle des Usines et des 
Mines), responsible for deliveries in kind. This period of repara- 
tions history will be a lasting monument of sheer incompetence on 
the part of the German authorities, especially in permitting the 
passive resistance to French occupation in the Euhr to be financed 
by the printing press. The French franc in the meantime had 
depreciated by a quarter, and the recovery of all Western Europe 
was retarded by these events in the Euhr and the uncertainty 
injected into international trade. There was conflict between the 



CH. XXXIV 


POLITICAL DEBTS AND REPARATIONS 


839 


Allies and Germany and, as is well known, between the Allies 
tbeniselves. France stood by tlie letter of the treaty, while Great 
Britain attempted to face economic and political realities with a 
view to accelerate trade recovery at the earliest possible oppor- 
tunity. Moreover, there was the further conflict on the one hand 
that Germany must make reparation payments, while on the other 
the Allies themselves were unwilling to receive the payments when 
it came to deliveries in kind. The creditors found that if the 
Germans were allowed to send goods such as coal and machinery 
this would reduce pro tanto the demand in their own markets. 

It was now vital to take the whole matter out of the political 
arena, and the Reparation Commission announced on 30th 
November 1923 that two Committees of Experts were appointed- 
one to deal with German currency stabilisation and the budget and 
the other with German capital abroad. The Committee took its 
name from the Chairman, Mr. Charles G. Dawes. The Plan was 
really a British idea. It marked a great step towards the solution 
of the problem of obtaming reparations from a country totally 
denuded of working capital and completely exhausted by a war in 
the way that France was not in 1871 . Germany was out of action 
and completely exhausted by the inflation following on the occupa- 
tion of the Ruhr. Inflation had practically wiped out the entire 
liquid capital of Germany. The classic Dawes Report ^ got down 
to realities, and the Committee recognised that the first thing to do 
was to put Germany again on her feet if reparations were to be col- 
lected at all. It could not, owing to French susceptibilities, touch 
the total of reparations. It was, however, concerned with the 
budget, and unless the budget could be balanced reparations could 
not exist. Reparations, therefore, as an annual burden was treated 
with great care. The Committee distinguished between the tax 
burden on the one hand and the amount of export surplus which 
could be got out of Germany without upsetting the exchanges. 
The Committee proposed that the German Government should 
raise the requisite taxes to balance the budget on the lines of their 
Report. Having made sure of sufficient taxation, the creditors 
themselves could arrange the transfer of marks into the currency 
of other countries provided it did not interfere with the stability 
of the exchanges. This transfer side of the work was supervised 

y Reports of the Expert Committees appointed by the Reparation Com- 
mission, Cmd. 2105, 1924. 
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by a Transfer Committee in situ in Berlin under a single authority. 
The Peichsbank was at the same time reorganised. An ascending 
scale of annual payments subject to a possible increase on an 
index of prosperity was arranged, as was security for the payments 
by an elastic control over assigned revenues. The annuities in 
1924-25, therefore, began at 1000 million gold marks and rose to 
2500 million marks in 1928-29 ; the total for the five years was 7970 
million marks. An equivalent of 125 million marks a year was 
to be increased progressively as Germany’s power to pay increased. 
The year 1928-29 was taken as the standard year, and thereafter 
the annuities were to fluctuate with changes in the value of gold of 
10 per cent or more, and they were to increase with an index of 
prosperity. The bonds were secured on the railway system and 
on industry and gave rise to no difficulty. The burden on the 
federal budget was not heavy, amounting to less than 20 per cent 
of the whole in the standard year. As a result of the Dawes Plan 
accepted by Germany and her creditors at the London Conference 
in August 1924, Germany for five years was able almost to forget 
the problem of reparation and to devote itself to developing its 
resources. During this period Germany stabilised her finances, 
and by the end of 1928 had regained the general economic strength 
that prevailed in 1913. The Plan thus worked successfully, 
although the unwillingness of creditors to receive payments in 
goods continued to be serious. The real problem indeed was the 
ultimate importing power of the creditors. Fortunately for 
Germany, the surplus savings of America and elsewhere were find- 
ing an outlet in Germany ; but the Agent-General of Reparations 
in Berlin and the President of the Reichsbank were always warning 
the world that Germany was borrowing too freely and was not 
investing the money in productive assets. But public opinion in 
Germany supported this misdirected and extravagant policy of 
borrowing, as reparations were never regarded as a moral obliga- 
tion. It was always expected that sooner or later a way would 
be found to abolish or to evade them altogether. The history of 
reparations has been largely a question of lending back to Germany 
through the ordinary course of investment from abroad the amount 
which it has paid in reparations. This was essential at least for 
some years because Germany was so completely denuded of 
circulating capital. A considerable part of this inflow of foreign 
capital (46 per cent) was short-term capital, and much of this 



CH. XXXIV POLITICAL DEBTS AND REPARATIONS 841 


foreign capital was not for productive purposes but was expended 
on municipal enterprises like housing schemes, public baths, 
playgrounds, and parks financed on a lavish scale. Industries, 
too, indulged in an uneconomic orgy of capital equipment on 
borrow^ed capital from abroad, especially from the United States, 
which supplied half Germany’s long-term borrowings, half the 
total of acceptance credits, and about a quarter of the short-term 
credits between 1924 and 1931. 

In 1929 the somewhat premature plan known as the Young 
Plan ^ came into being. It reduced the payments to a termin- 
ating series of fifty-nine annuities and thus fixed definitely the 
total amount of reparations. The annuities rose gradually to 
the year 1965-66, but began at only two-thirds of the Dawes 
standard annuity, and the average amiuity was only 2000 
million marks, or four-fifths of the Dawes standard annuity. The 
annuities before 1965-66 included part of the debt payment as 
well as reparations proper. But after 1965-66 the payments 
were to drop approximately to the debt payment. The annuities, 
too, were to be diminished if the United States reduced its claims 
on War debts. It was provided that limited transfer protection 
up to two years should be given to the larger fraction of each 
annuity, but 612 million marks a year could not be postponed, 
just as the service on the German external loan of 1924 amounting 
to 61,800,000 marks a year was non-postponable. The plan 
also carefully regulated deliveries in kind which hitherto had 
given so much trouble. Part of the annuity was payable un- 
conditionally — the commercialised portion — and the other con- 
ditionally, i.e. it might be suspended for a period of years so 
that Germany may get some respite in any period of great 
depression of trade. It provided for the commercialisation of 
part of these payments and gave Germany the sole responsibility 
of the service of the loans. It also abolished the Dawes Plan 
machinery — the Agent-General, the Transfer Committee, and all 
pohtical machinery in Berlin. In abolishing the Reparation 
Commission it provided for the establishment of the Bank for 
International Settlements at Basle to collect and disburse 
Germany’s payments and to serve as a central international 
co-ordinating authority among the world’s Central Banks. 
Unlike the Dawes Scheme, it was at the mercy of the changing 

^ Report of the Committee of Experts on Reparations, Cmd. 3343, 1929. 
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value of gold ; but tliis was tbouglit advisable, since War debts, 
with which these were matched, had no such fluctuating basis. 
The weak points of the Scheme are : (1) that it did not fix the 
amount of reparations after an impartial and scientific study of 
the taxable capacity of Germany ; and (2) it made a change when 
economic conditions were far from stable. The Plan owed its 
existence to the fact that many statesmen believed a final settle- 
ment could be safely substituted for the transitional one and that 
a considerable portion of Germany’s payments could be com- 
mercialised, thus enabling the creditors to get considerable capital 
sums at once in place of their existing right to variable annuities. 
Germany opposed this mainly because it meant a definite series 
of annuity payments without protection of the transfers and 
also the clauses permitting the value of gold in accordance with 
an index of prosperity. The annuities totalled 121,000 million 
marks (£5760 millions), and began at only two-thirds of the 
standard of the Dawes Plan annuity. The average 2000 million 
marks was only four-fifths of that size. The plan was short- 
lived, as the payments of the second year were suspended through 
the acceptance by the Allied Governments of the Moratorium 
proposed by President Hoover. 

By the Lausanne Agreement, dated 8th July 1932, reparations 
were cancelled and Germany was to make an eventual payment 
to the equivalent of £150 millions by means of German Govern- 
ment Eedeemable Bonds to the amount of 3000 million gold 
marks as from the year 1935. The bonds are deposited with the 
Bank for International Settlements and bear interest at 5 per 
cent and with 1 per cent amortisation, which will extinguish the 
bonds in thirty-seven years. The ratification of the Lausanne 
Agreement, it may be pointed out, will not take place until a 
settlement has been made with the United States on inter- Allied 
debts, and if such a settlement is not obtainable the creditors 
are to revert to the position existing before the Hoover Mora- 
torium. The reparations system, which contributed so much 
to the economic confusion of Europe and the world, ceased to 
exist, and the spread of economic gangrene was stayed. Eepara- 
tions are now practically a dead question. Payments from one 
country to another group of countries have been abolished, and 
Europe has decided to act collectively in the settlement of the 
problem of War debts. Thus a step forward was taken in regard 
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to the recommendations of the Basle Committee, which reported 
on 23rd December 1931 that “ transfers from one country to 
another on a scale so large as to upset the balance of payments 
can only accentuate the present chaos. It should also be borne 
in mind that the release of a debtor country from a burden of 
payments which it is unable to bear may merely have the ehect of 
transferring that burden to a creditor country, which, in its 
character as a debtor, it in its turn may be unable to bear. The 
adjustment of all inter-governmental debts, reparations, and 
other War debts to the existing troubled situation of the world 
(and this adjustment should take place without delay if new 
disasters are to be avoided) is the only lasting step capable of re- 
establishing the confidence which is the very first condition of 
economic stability and world peace. Although the German 
Government is energetically defending the stability of its currency, 
steps are necessary to secure that these measures shall have a 
permanent effect.” 

The service of the Dawes and the Young loans, which were 
commercialised, are no longer part of the reparations problem 
but constitute a first charge on the assets of the Reich. The 
interest on these loans amounts to the comparatively small sum 
of 90 million marks a year. It is to be remembered that although 
the proceeds of the Dawes loan were used partly to pay repara- 
tions, the primary purpose of the loan was to stabilise the budget 
of the Reich. One-third of the Young loan, amounting to about 
£20 millions, was applied to the financing of the German railways, 
the remaining two-thirds representing the commercialisation of 
reparations. In June 1934 the German Government made the 
strange proposal to default on both the Dawes and the Young 
loans by proj)osing to suspend for six months from 1st July all 
cash transfers on German medium and long-term debts abroad, 
including the Dawes and the Young loans. The British Govern- 
ment demurred to the proposal in its reply of 20th June to the 
German Note of 15th Jime.^ The burden of the German debt, as 
shown in the previous chapter, is light— the capita figure Ox 

£14*14 comparing favourably with that of Great Britain (£173-8), 
France (£158*6), and the United States (£44).^ The service of the 
German external debt, taking the exchange at no more than 12 
marks to the £, is for all forms of indebtedness, public and private, 
1 Cmd. 4620, 1934. 2 Table III oa page 807. 



844 


THE SCIENCE OF PUBLIC FINANCE 


BK. IV 


only in the neighbourhood of £80 millions a year. The total cost 
of the Dawes loan is, for interest and sinking fund, 30 million 
marks and 21 million marks respectively, and for the Young 
loan 60 million marks and 14 million marks respectively — a total 
of 125 million marks out of a total external service charge of 
971 million marks. By a careful analysis of Germany’s foreign 
exchange income from invisible items and from exports, the 
British Government showed that the service of the loan could 
be provided for without difficulty (especially if the policy of the 
German Government were modified so as to stimulate exports) 
and threatened reprisals by setting up a debt clearing office for 
collecting and dealing with debts due from Germany to persons 
domiciled in the United Kingdom. The Board of Trade was 
also given power to impose quotas on imports if Germany imposed 
discriminating quotas on goods from the United Kingdom. The 
exports from Germany to the United Kingdom exceed the 
imports to Germany of United Kingdom produce and manu- 
factures, and are sufficient to cover the interest on all German 
loans issued in London more than three times, and the interest 
on the London issues of the Dawes and the Young loans more 
than ten times. In view of these threats, Germany decided to 
continue the transfer of the interest on these international 
loans. 

The history of reparations to the student of finance is of value 
from four points of view : (1) the burden of reparations ; (2) the 
importance of estimating the taxable capacity of the paying nation 
or nations before an indemnity is fixed ; (3) the important problem 
of transfer tackled with success by the Dawes Committee ; and 
(4) the dangers of inflation after an exhausting war if the Govern- 
ment is in any degree incompetent, weak, and vacillating. When 
indemnities are levied in future wars these factors, owing to the 
increasing solidarity of nations in trade and finance, will be of 
high importance, and the economists and financial experts must 
never be permitted to give way to the politicians, as was the case 
in the long and weary conferences after the Peace Treaty of 1919. 

In regard to the burden of reparations Germany paid from 1st 
December 1924 to 30th June 1931 nearly 11,000 million marks, the 
equivalent of £502 mfllions. Of this sum 7949 million marks were 
made available under the Dawes Plan and 2,871,900,000 marks 
under the Young Plan. Before the Dawes Plan there is no accurate 
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figure of reparations. Tlie Eeparation Commission estimated 
tliat Germany paid in casL and kind up to the end of 1922 a sum 
of about 5500 million marks (£225 millions). If reparations for 
the year 1923 be added, the figure cannot be far short of £275 
millions. This would make a total of £777 millions, which may 
be compared with the value to-day of the burden of the French 
indemnity of 1871 (£200 millions), viz. about £500 millions. There 
is considerable dispute as to the exact figure which Germany did 
pay in reparations before the Dawes Plan, and the calculation of 
the deliveries and payments alone is very difiicult. The estimated 
value of the cessions, deliveries, and payments before the Dawes 
Plan have been estimated at 26,000 million marks (£1240 millions). 
The German estimate is no less than 33,000 million marks (£1574 
millions). This figure must be regarded as a guess or as a state- 
ment of claims rather than an accurate financial total. In 1928- 
1929 reparations were only 12-4 per cent of the total cost of 
government in Germany, and 3-4 per cent of the national income. 
This does not seem an excessive figure. The 7 per cent Dawes loan 
amounted to 410*3 million marks and the 5 } per cent Young loan 
amounted to 1078*8 millions — a total of 1489*1 millions out of a 
total debt of 12,407*1 millions on 31st March 1934, or about 12 per 
cent of the total debt of the Reich. The annual interest on these 
two loans amounts, as we have seen, only to 90 million marks. 
No impartial person will deny that the effect of reparations has 
been the cause of much of Germany’s economic and financial ills. 
But a great deal more has been due to her own actions, whether 
deliberate or unconscious, notably in the inflation of the mark in 
1923. The responsibility for the final stages of the inflation which 
ruined the mark must rest with the German flnancial authorities, 
who, if they had had sufficient wisdom and courage, ought never 
to have permitted the mark to get out of control. 

The main point, when indemnities are levied, is that they 
should, as far as practicable, be determined on the capacity to pay. 
The calculation of the taxable capacity of a country or countries is 
no easy matter, especially after a long and exhausting war, but it 
is vital that it should be estimated with care in order that it 
should be the basis of an indemnity and not the actual costs of 
reparations or war costs, which are entirely different matters, with 
nothing to do with what the vanquished country can pay. This 
concept is closely linked up with the trade-balance problem. Unless 
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there is a surplus of exports over imports, the foreign exchanges 
of the country paying the indemnity will go wrong and react on 
her currency. The future economic historian will doubtless recall 
how the Allies were perfectly within their rights in principle in 
demanding reparation as in previous wars. But he will also recall 
the cupidity of politicians and the stupidity of democracies 
clamouring for the squeezing of the lemon until the pips squeaked. 
The importance of the principle of taxable capacity is writ large 
on every page of the history of reparations, and in the future wars 
will doubtless be given the importance which it now holds in 
financial theory. Keynes’ Economic Consequences of the Peace is a 
lasting monument to the importance of correct thinking in regard 
to the principle of capacity to pay. Had the original scheme of 
economists and financial experts been approved in the Conference 
at Hythe in 1920, and had Germany been allowed a reasonable 
period to accumulate working capital, it is quite possible that, as 
Stamp has pointed out, reparations might have been paid, and 
they would have led to no concentration of gold in particular 
centres and to no untoward circumstances such as have taken 
place. 

The difficulty of transferring reparation payments has been 
already discussed, especially with regard to high tariff barriers and 
deflation. Creditor countries do not want to be paid in goods and 
services, the only reasonable method after the debtor country has 
paid all it can pay by direct means such as gold and securities. 
High tariff walls are raised to prevent payment in goods and 
services, the transfer of exports from the debtor country. The 
effect, too, on world trade from the debtor being unable to buy 
from his former customers is also forgotten. The Dawes Committee 
saw the importance of the transfer problem when it arranged that 
the Government of the Eeich should raise taxes to a requisite 
amount in order to balance the budget, and it left to the creditors 
through a Transfer Committee to get the internal currency turned 
into the currency of the other countries without damaging German 
credit. These are indeed two connected questions, but are not, of 
course, two identical amounts. The principles governing the 
maximffm in each case are totally different. The Special Com- 
mittee supervised the transfer of marks into sterling, francs, and 
dollars. When this transfer is likely to be endangered by too 
small an export balance, the result of customers not wishing to 
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buy or an inflationary policy on tlie part of the paying Govern- 
ment itself, requisite steps must be taken. The lessons since the 
discontinuance of the Young Plan in Germany, especially from 
1934, are well known. Germany really had never to face up to 
her real transfer problem until after 1930, because tke amounts 
required for reparation between 1924 and 1931 w’ere largely met 
by borrowing. During the first seven months of 1931 the with- 
drawal of foreign short-term money from Germany amounted to 
20,900 million marks (£150 millions). There wms also a certain 
amount of selling of long-term German loans by foreigners. An 
examination of Germany’s capital transactions since 1924 clearly 
shows that less than half of Germany’s actual borrowings can be 
attributed to the reparation payments wdiich she was compelled 
to make. German borrowings reached the maximum about the 
middle of 1930, and the German official figure of foreign indebted- 
ness given to the Young Plan (Basle) Committee was estimated at 
from 28,500 million to 30,000 million marks. The estimate of the 
Bank of International Settlement Committee was 25,500 million 
marks (£1000 millions). Between 1924 and the stoppage of re- 
paration payments under the Hoover Moratorium the payments 
on reparation accounts amounted, as we have seen, to 10,400 
million marks. Since 1931 there w^ere withdrawals of foreign 
capital owing to lack of confidence in German financial policy, the 
result of an inflationary policy which was responsible for destroy- 
ing Germany’s capacity to export. As long as Germany main- 
tains an overvalued currency whose exchange value is kept at an 
artiflcially high level in relation to internal prices, so long will she 
be unable to acquire a sufficiently large export surplus to pay her 
debts. She, therefore, must either reduce her internal costs or 
devalue her currency to its natural level, and not make, as has been 
well said, the best of both worlds at the expense of her creditors 
abroad. 

The transfer problem in the future is likely to be even more 
difficult than in the x^ast. The ease with which the indemnity of 
1871 was transferred is not possible in the protectionist world 
to-day. The maintenance of a sufficient surplus export balance 
to meet reparations will not be easy. Lastly, there is the danger 
of inflation, the results of which will continue for many years after 
the actual inflation has passed. In 1935 Germany was still suffer- 
ing from the incompetence shown especially in 1923 in regard to 
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the budget, when a policy of financing expenditure by the printing 
press was deliberately followed, and this is held to be the cause 
of most of Germany’s troubles. No amount of technical banking 
advance, such as the new technique of blocked accounts, or indeed 
standstill agreements, will remedy the evils resulting from infla- 
tion. An inflationary policy impairs the exporting capacity of a 
country notwithstanding the temporary assistance of a depreciated 
currency. It may be an ingenious method for throwing the cost 
of a Government’s programme of internal development on the 
shoulders of her foreign creditors. It is a danger, however, which 
must be considered in connexion with the levy of any war in- 
demnity. 



CHAPTEE XXXY 


THE REPAYMENT OF PUBLIC DEBT 

1. The obligation to redeem public debt lias been recognised 
as a fundamental principle from the earliest period of the history 
of pubhc debts. The United States has pre-eminently followed 
a policy of redeeming its public debt in periods of from five to 
forty years. After the War of Independence, the Civil War, and 
the AYorld AA^ar, it followed a policy of redemption which had in 
view the extinguishing of the debt within about tiventy-five 
years. It has no perpetual debt. Since 1802 it has not toyed 
with the delusion of a sinking fund built up by compound interest, 
but has paid off debt by the only sound method — by taxation. 
Great Britain also, but in a less degree, has adopted a policy of 
extinguishing the public debt since 1716, but the mirage of a 
sinking fund with compound interest took a very firm grip of 
her at various periods of the history of her debt. At the begin- 
ning of the twentieth century she gave up the policy of floating 
new debts on the perpetual debt method. Public debts are now 
either contracted as amortisable debts or converted into this 
form of debt as rapidly as possible. Debt is extinguished 
exclusively from taxes. The consolidation and redemption of 
the floating debt in Great Britain have been achieved with skill 
since the World War, although the floating debt is still fairly 
high. France, on the contrary, has never amortised her debt 
(except under exceptional circumstances), although in recent 
years there are signs in this direction. The methods followed 
are sometimes open to criticism, as borrovdng to pay off loans 
is never in reality sound finance. The Government borrow 
ordinarily in perpetual rentes. The sinking fund which was 
established in 1816 never worked except for a few years, and 
it was not used to pay off debt. The sinking fund organised on 
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1st October 1926, tbe Autonomous Fund for Debt Eedemption, 
was given a constitutional status and was made obligatory 
with special revenues attached to it, such as receipts from the 
tobacco monopoly. The excess of National Defence bonds issued 
over the amount redeemed are, along with taxes, the receipts 
of the fund. The French sinking fund, unlike the sinking funds 
of Great Britain, the United States, and Germany, is not cumu- 
lative. The fund has been raided from time to time. The 
French floating debt has resulted in severe financial crises at all 
periods of the history of the public debt, and the work of con- 
solidating this debt in 1926 has been undone by the events in 
1932-33 and subsequent years. In India, where four-fifths of 
the debt is productive, amortisation proceeds on the principle 
of repaying both productive and unproductive debt annually. 
In 1924 the method of redemption was co-ordinated and system- 
atised on the following basic principles. It is reasonable ”, 
said the Finance Minister in his Budget speech in 1924, “ to 
fix different periods for the redemption of different classes of 
debt. For productive debt eighty years is not too long. For 
unproductive debt generally a period of more than fifty years is 
not easily defensible. For repaying the debt due to our deficits 
or for such an onerous obligation as the building of New Delhi, 
shorter periods, say twenty-five years for the first and fifteen 
years for the second, ought to be taken, since in both 
cases the next generation of taxpayers is in danger of being 
called upon to provide sums which ought strictly to have 
been met out of annual revenue. War debt, on the other 
hand, however desirable it may be to meet war expenditure 
to the utmost extent possible out of war revenue, is the 
inevitable outcome of war conditions and part of the cost of war, 
and may legitimately be passed on the generations which benefit 
by the sufferings and privations of their predecessors. Per contra, 
the fact that borrowing may be needed for emergencies such as 
war makes it most undesirable for a Government such as the 
Government of India to borrow for non-productive purposes in 
time of peace. It should manage to provide in peace time for 
the gradual amortisation of all its debt. Moreover, the existence 
of a regular provision out of revenue for reduction or avoidance 
of debt will not only reduce the net amount of our new borrowings 
for productive purposes but will materially reduce their cost.” 
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The amount which is set aside annually does not accumulate at 
compound interest but is expended in the year in which it is 
provided, either on the actual repayment of existing debt or for 
new capital purposes in order to reduce the amount of new 
borrowings. By using the sums set aside for redemption in this 
way, the amount required in interest in the future is reduced. 

In 1817 the British National Debt amounted to £848 millions. 
During a century of very unexampled increase in productivity 
the debt was, owing to a weak policy of repayment, reduced at 
a far sloAver rate than it ought to have been. By the end of the 
century (1899) it was reduced to £635 millions ; at the out- 
break of the World War it stood at £706 millions. The period 
of the World War added £6775 millions to the National Debt, 
which stood on 31st March 1919 at £7481 millions. About 
fifteen years after the conclusion of the Peace, owing to the 
unusual financial disturbances of the post-War period when 
Europe was still an armed camp, and to the very large increase 
in expenditure on the social services, it stood at £7860 millions, 
viz. on the 31st March 1933. In the United States in 1801 the 
National Debt was $83 millions, but at the end of the able adminis- 
tration of Gallatin in 1812 it was only $45,200,000. In 1816 it 
reached the record level of $127,334,000. The National Debt 
was entirely paid off by 1835, when the American Treasury began 
to amass a surplus which proved to be even more embarrassing 
than the previous debt. At the beginning of the Civil War the 
National Debt was $74,985,000, and at the end of that W’ar in 1865 
it stood at $2758 millions, of which less than half was funded. In 
the pre-War year (1913) the debt was only $1029 millions, nearly 
three-fourths of which carried interest at the low rate of 2 per 
cent. On 31st August 1919 the American debt reached a new 
high level — $26,597 millions — but practically all this indebtedness 
was held by United States citizens. By 1930 the debt had fallen 
to $16,185 millions, but owing to the world depression again 
rose at the end of June 1934 to $27,053 millions. 

The advantages of debt reduction apart from the desire not 
to overburden posterity, the desire as it were of a careful parent 
to allow his children to enter into their inheritance unencumbered, 
are (1) the maintenance and strengthening of the national credit, 
which will be of great assistance in future conversion operations ; 
(2) borrowing with less difficulty when a national emergency 
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arises ; (3) the avoidance of the increased burden of the debt 
service when the general level of prices falls ; and (4) the setting 
free by redeeming debt of a larger volume of credit than other- 
wise would be possible for trade and other purposes. A con- 
sistent policy of providing for the reduction of debt increases 
confidence. Confidence grows where a Government shows an 
ability and keenness to honour the obligations which it incurs. 
Most national debts at the present time are unproductive debts, 
and with the increase of the size of the debt confidence is apt to 
decrease at a far greater rate. Hence the necessity arises for pro- 
viding for the service of the debt — not merely the annual payment 
of interest but also the reduction of the debt which lies at the 
bottom of the whole theory of the sinking fund. “ Our un- 
ceasing efforts”, said Eicardo in 1817, '' should be directed 
towards paying off that part of the debt which has been con- 
tracted during war ; and no temptation of relief, no desire of 
escape from present, and I hope temporary distresses, should 
induce us to relax in our attention to that great object.” ^ 

The usual method of paying oJfi debt is by the application 
of a surplus revenue. This surplus may be obtained by budgeting 
for a surplus of income over expenditure, or it may be obtained by 
arranging for a fixed amount of revenue in the Budget, i.e. 
taxation, to go to what is known as the Sinking Fund. When 
either this Budget surplus or Sinking Fund is obtained, the stock 
of bonds may be purchased in the open market direct by the 
Treasury, or through an official agency such as the National 
Debt Commissioners. Alternatively, the amount provided for 
in the Budget may be put to a cumulative sinking fund to '' sink ” 
the debt. There are two other methods, viz. redemption by 
terminal annuities and redemption by conversions. There are 
also methods of a more unusual or even revolutionary nature, 
such as (1) repudiation, including partial repudiation in the form of 
forced reduction of interest ; (2) special differential taxation such 
as the very heavy taxation of higher incomes and the proceeds 
to be devoted to paying off debt ; and (3) a levy on capital. 

The financial resources for the redemption of debt come 
exclusively from taxes. The repayment of debt, therefore, 
usually involves high taxation, which is frequently disliked by 

^ Principles of Political Economy and Taxation, ch. xvii. (McCulloch edition), 
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the majority of taxpayers. The harmful ehects of taxation are 
generally exaggerated in regard to the repayment of debt and 
would apply generally only to a scheme of redemption on a large 
scale, such as, for example, the redemption of the British National 
Debt within a period of thirty-five years by the establishment 
of a cumulative sinking fund of £100 millions or more per annum. 
A plan of this nature is similar to a capital levy, notwithstanding 
that it approaches the problem by means of a sinking fund. In 
such a case it would lead to an excessive strain on the taxpayer and 
would result, in all probability, in deflation. The psychological 
effects of fixing a date for the total redemption of the Public 
Debt which people up to fifty years of age may reasonably expect 
to see would be outweighed by the heavy taxation required. There 
is no formula which can determine the rate at which the repay- 
ment should proceed in any country. It is a choice between 
bearing a heavy interest charge year after year or making a 
greater present effort by higher taxation to secure the freedom 
from a continuing burden. The problem really resolves itself 
into a balancing between the bare effects of necessary taxation 
on the one hand against the benefits of a lower debt. This in turn 
depends on an examination of the taxation system and the 
comparative importance to be attached to each of these two 
factors, tempered by a consideration of the equity of distributing 
the burden of repayment among individuals of the present and 
future generations. It is sometimes suggested by industrialists 
that debt repayment should only take place after the prior claims 
of national production and trade are satisfied. But sums 
raised in taxation are not wholly diverted from productive 
purposes, nor is there, as is sometimes believed, a clear-cut fund 
of national savings available for trade purposes or for taxation. 
The revenue of the State is far from being a total loss to the 
industry, and sums applied to debt repayment do, in fact, become 
available for industry. Accordingly, the dislocatory effects of 
taxation are exaggerated. It is quite possible for a considerable 
volume of savings to be transferred by the State from taxpayers 
to debt-holders without dislocating industry in any way. It is 
erroneous to think that the repayment of public debt tends to 
impoverish a nation or to retard its industrial development. 
Government in repaying the debt is freed from providing an 
annual sum in the form of interest, and, from the point of view of 



854 


THE SCIENCE OF PUBLIC FINANCE 


BK. IV 


the amount of capital in the country, the nation is in no way 
poorer. By repaying the debt there is a transfer of funds from 
one set of citizens (taxpayers) to another (holders of debt). 
There is no destruction of capital ; and there is at the most 
merely a readjustment of ownership in existing capital. It is 
a fallacy to argue that the repayment of capital obligations 
destroys capital. The bond-holders who are repaid may be 
deprived of their annual income in the form of interest, but they 
usually apply their funds to some productive purpose and, there- 
fore, the proceeds of public taxes tend to be diverted into industry. 
Taxation for debt repayment is on the whole favourable to 
savings, although there is an element of disadvantage that the 
taxpayer’s expenditure cannot be indefinitely restricted as this 
will interfere with enterprise. Additional taxation should be at 
least imposed to raise sinking funds to a reasonable and adequate 
level so that the programme of debt redemption does not entail 
a heavy new burden on the community. The maintenance of 
a regular sinking fund automatically makes available for other 
purposes a considerable revenue in emergencies such as war, when 
the sinking fund may be temporarily suspended. Moreover, a 
relative reduction in the interest charges in the total Budget, 
provided this has not already been made the occasion for commit- 
ments in other directions, will leave a corresponding margin for 
expansion. There will be room for emergency taxation as well 
as for emergency borrowing. The advantages, in short, to a 
country which systematically repays debt can scarcely be ex- 
aggerated. 

SiNKiNO Funds 

2. One method of reducing debt, usually deadweight debt, is, 
as we have seen, by a sinking fund. The normal sinking fund is a 
fund set aside annually in respect of a given loan or loans so that 
the accumulated total, including compound interest, will be 
sufficient to redeem the loan or loans at the time of maturity. It 
is formed, in short, by setting aside a certain amount of national 
revenue for the reduction of the principal of the debt. A sinking 
fund has, as history shows, been a snare when it is not carefully 
managed. It must be the genuine result of a surplus of revenue, 
of the proceeds of taxation, and not of money which has been in 
effect borrowed. One-half of the actual receipts of the sinking 



CH. XXXV 


THE REPAYMENT OF PUBLIC DEBT 


855 


fund before 1828 was raised by loans. Ydiile the fund was 
accumulating fmther debt was incurred, so that tlie reduction of 
debt was far from being real. Moreover, money was borrowed at 
over 5 per cent during the Napoleonic wars, while the previous 
loans, to the extinction of which a sinking fund was devoted, were 
carrying only 4| per cent. Debt was incurred at a high rate of 
interest to pay for debt at a lower rate of interest, the sinking fund 
being considered '' as a means by which a vast treasure was to be 
accumulated out of nothing ” ! This policy was abandoned by 
the United States in 1817 and by Great Britain in 1829. Was it 
not without reason that McCulloch called it '' this worthless com- 
pound of delusion and absurdity ” ? He added, “We doubt if 
the history of the world can furnish another instance of so extra- 
ordinary an infatuation Where it is allowed to accumulate at 
compound interest, as in Pitt’s experiment of 1786 (which is 
based on Dr. Richard Price’s scheme ^), there is great danger of 
its being diverted from its purpose, and the debt increased instead 
of diminished. The history of British Sinking Funds described 
in the following chapter makes this clear. Professor Robert 
Hamilton ^ in 1813 enunciated the principle that the excess of 
revenue over expenditure is the only real sinking fund by which 
public debt can be discharged. Hamilton’s ideas, greatly assisted 
by Lord Grenville’s Essays in 1827, triumphed and were accepted 
by a Select Committee of the House of Commons in 1828, so that 
in the following year all the previous legislation was repealed. 
The Select Committee suggested that a surj^lus of £3 millions in 
the Budget should be provided annually, but if the annual budgets 
are examined from 1829 to 1869 and the three war years 1854-55 
to 1856-57 be excluded, it will be found that the average annual 
amount of actual surplus revenue appropriated to the sinking 
fund during the remaining period of thii'ty-seven years was only 
about £1,300,000.^ This sinking fund, known as the Old Sinking 
Fund, exposed the fallacy underlying the fund of 1786, which 
assumes that public debt adds to the net income of a country, 


^ An Appeal to the Public on the Subject of National Debt, London, 1771 ; 
new edition, 1774. 

^ Enquiry concerning the Pise and Progress, the 'Redemption and Present 
State and the Management of the National Debt of Great Britain (Edinburgh, 
1813). 

^ Vide Appendix 13, Accounts relating to the Public Income and Expenditure 
of Great Britain and Irelaiid, vol. ii. No. 366 — I — 1869, pp. 721-9. 
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being, it was thought, productive property — an assumption which 
would have been true had the money been invested abroad and the 
interest received regularly and paid into the sinking fund. Dr. 
Richard Price failed to see that the principal as well as the 
accumulated interest and compound interest must be derived 
from taxation, and that in consequence the supposed gain to the 
taxpayer is purely illusory. The sum to be invested annually to 
reduce debt must be from taxation or savings, and the accumula- 
tion of the interest upon all such sums must be used for the same 
purpose. Since under the Old Sinking Fund no real effort was 
made to provide the sum required annually — £3 millions — a New 
Sinking Fund was formed in 1875 for the acceleration of repay- 
ment by a permanent annual debt charge which covered not merely 
the entire service of the debt (the payment of interest, terminal 
annuities, management, and specific sinking funds) but left a 
margin which would redeem the debt. This margin was the New 
Sinldng Fund. As the interest charge fell owing to the reduction 
in the debt the margin set aside for the redemption of the debt 
would automatically increase. As is shown in the subsequent 
chapter, the New Sinking Fund fell from £27 millions in 1875 to 
£24| millions in the pre-War year (1913-14). In that year the 
New Sinking Fund amounted to £5,228,000, or about 0*8 per cent 
of the total debt. The principal of terminal aimuities amounted 
to £2,377,800, so that the total issued for debt redemption out of 
the fixed debt charge was £7,605,880, or 1'15 per cent of the total 
debt. From the outbreak of the War to the end of 1919-20 the 
New Sinking Fund was suspended, as is not unexpected in time 
of war. In view of the large debt created, the debt could not be 
brought within the fixed-debt charge of the Sinking Fund, and 
there was a change in procedure owing to war exigencies. Certain 
specific sinking funds were attached, as explained in the following 
chapter, to loans issued during the War, such as the Si per cent 
Conversion Loan, the 4 per cent Victory Bonds, and the 4 per cent 
Funding Loan 1960-90, in order to make these more attractive to 
the investor. In the Finance Act of 1923 the fixed-debt charge 
arrangement of 1875 was repealed, and a definite annual prowsion 
for sinking funds was set up unless and until Parliament otherwise 
determined. A sum of £40 millions for the year 1923-24, £45 
millions for the year 1924-25, and £50 millions for the year 1925- 
1926 and subsequent years, was allotted for the non-cumulative 
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sinking fund. The annual amounts fixed by this Act for National 
Debt Services and charged on the Consolidated Fund included the 
sums which must be issued under the specific sinking funds 
referred to and also the capital of any terminable annuity falling 
due. The greater part of the New Sinking Fund was required to 
meet these obligations, and the free balance issued to the National 
Debt Commissioners to redeem debt, for example in 1925-26, was 
only £9,991,000. With much truth the Committee on National 
Debt and Taxation emphasised the principle that sinking funds 
should be strong. They recommended that the Sinking Fund 
should be increased to £75 millions a year and hoped that, through 
reductions in the interest charges from conversions and redemp- 
tions, expanding revenue, and perhaps from payments to Great 
Britain by Allies, this proposal should be quite practicable within 
a short time. They also held that immediately after the War 
period specific sinking funds for certain loans were a distinct 
advantage in securing the success of the loans. '' From the point 
of view ”, the Committee added, “ of the use of the Sinking Fund 
in raising Government credit and facilitating operations under 
more settled conditions, we are, however, inclined to think that 
definite attachment to particular loans tends to be disadvantageous . 
The present specific sinking funds are, in the main, attached to the 
longer term loans, and in one case, to funded debt ; that means 
that, upon the maturity of short issues, reborrowing (or conversion) 
has to be fro tanto greater than if the whole Sinking Fund had 
been free and available for such payments. The repayment of 
one type of stock side by side with reborrowing in another type is 
probably on the whole more disturbing to values than a simple 
reborrowing of a smaller sum. Nor can it be foreseen with any 
certainty that the stock to which a sinking fund is attached will 
prove to be that which over a long period it is most desirable to 
support. Leaving out of account the possibility that hypotheca- 
tion may be a means of ensuring the continuance of the sinking 
fund provision, the ends in view can be equally secured by a 
judicious use of a free sinking fund ; on the whole we do not there- 
fore favour any extension of the earmarking of the sinking fund 
to particular securities.” ^ In the Budget of 1928-29 a fixed sum 
of £355 millions was to be applied annually to the consolidated 
service, that total including the SinkingFund. The change effected 
1 Cmd. 2800, 1927, para. 217, 
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in 1928-29 would have made the restoration of the Sinking Fund 
similar to that of 1875. With a fixed amount applied to the 
National Debt the amount available each year for actual National 
Debt redemption should have increased in cumulative fashion 
owing to debt redemption in the previous year. Indeed it was 
proposed in restoring a fixed-debt charge which had been in 
abeyance since the World War to provide for the complete extinc- 
tion of the British National Debt, in the absence of any further 
addition, within fifty years’ time. History, however, proves that 
these allocations are not always inviolate, since, as the Committee 
on National Debt and Taxation has pointed out, “ there was no 
possible device which could absolutely ensure the continuance of 
debt redemption, if the Government of the day decided on a 
contrary policy ”. The total debt charges varied in subsequent 
years, especially owing to the onslaught of the economic blizzard 
in 1931. The total amount spent on National Debt Service in 
1930-31 was £360 millions, of which £66,830,431 was for the 
National Sinking Fund. In 1932-33 this had fallen to £308^ 
millions and the contribution to the National Sinking Fund was 
only £26,330,450. Another drawback to the fixed-debt figure is 
that there is always the possibility of the Sinking Fund being 
materially weakened if money rates are particularly high during 
the year. IVlien the State has a considerable floating debt, the 
amount required for interest may vary considerably mth a rise or 
fall in interest rates. A difierence of one per cent either way in 
the value of money affects the interest charge on Treasury bills 
alone to the extent of several millions sterling. 

The Sinking Fund method of retiring public debt includes 
various methods, such as the cumulative principle, the attach- 
ment of special revenues, the payment of a definite sum yearly, 
and the payment of an annual Budget surplus, and sometimes 
more than one method is combined in a single budgetary system. 
The casual surplus of a Budget in these days of close estimates is 
not very effective. It is, therefore, essential to provide in the 
Budget by a regular appropriation a sum from revenue. This 
sum may be fixed in amount or it may be a certain percentage of 
the outstanding debt, or it may be progressive, and it should be 
capable of suspension in emergencies. The method of progressive 
amortisation allows for growth in population and wealth. Each 
payment is made up of the original fixed payment, and the total 
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annual interest is thereby reduced or released. The progressive 
Sinldng Fund is perhaps the best method of amortisation yet dis- 
covered. The Sinking Fund has been attacked on the ground 
that it is seldom properly managed. It requires expert financial 
management by an administrative department ; the funds must 
be invested in bonds that can be easily liquidated ; and the fund 
must never be raided or misappropriated. In view of these 
difiiculties some have held that the safest method is the simple 
retirement on a regular system of the bonds or script. Since 1930 
about half of the states in the United States have made the 
amortisation of debt compulsory in this way. For National 
Governments the definitely revealed and fixed Sinking Fund is 
still with reason popular. The difficulties of the management can 
be to some extent got over by the appointment of an official body 
as in Great Britain, the National Debt Commissioners, who are in 
close touch with all matters relating to the eificient redemption of 
National Debt, and who may purchase stock on the market when- 
ever conditions are favourable. One per cent of a Sinking Fund 
on the entire debt of a country has usually a very bracing effect 
on Government credit, and it shows the good point of the Sinking 
Fund, especially in public loans of a limited currency such as the 
great majority of funded debts now are. 


Conversion of Public Debt 

3. In order to lighten the burden of a public debt resort is 
frequently had to the conversion of existing debts into debts 
carrying a lower rate of interest. This process, known as con- 
version, is possible when the existing rate of interest is lower 
than the rate that prevailed when the debt was floated. It 
is clear that the consent of lenders is necessary, and the State 
as a rule makes it possible for the creditors to make a choice 
between the redemption of the debt and acceptance of the new 
loans at a lower interest rate. Conversions must be sufficiently 
advantageous to be converted or the holders of the loan will ask 
for redemption. Governments reserve the right to redeem the 
loan with due notice or they give a date after which the loan 
may be repaid, which is known as the period of inconvertibility. 
The loan cannot be redeemed before this fixed date unless there is 
a provision to this efiect at the time of the flotation of the loan. 



860 


THE SCIENCE OF PUBLIC FINANCE 


BK. IV 


The Treasury usually gives only a limited period for the holders to 
make up their minds. In the French conversion loan of September 
1932, which dealt with securities issued between 1915 and 1927 
amounting to about 86,000 millions of francs (equivalent to £966 
millions), the French bond-holder was given only six days, a much 
less generous interval than the three months allowed by the 
British Government in their large conversion scheme of the same 
year. Holders who did not notify their desire for redemption were 
deemed to have accepted the conversion offer. To make a con- 
version certain the scheme should be simple and timely. Any- 
thing likely to be misunderstood by the public will weaken the 
chances of a successful conversion. The psychological moment 
for making a conversion must be carefully considered. The 
British Treasury, for example, is in close touch with the Governor 
of the Bank of England and with the City, and similarly in the 
case of Treasuries or Ministries of Finance in other countries. 
The State must not offer such advantages to the holder as would 
cancel the benefit of the conversion for the State. These simple 
principles have been followed in Great Britain, the United 
States, France, Italy, Switzerland, the Dominions, India, and 
other well-financed countries. In the following chapter the 
history of conversions in the case of the British National Debt 
shows how these principles have been followed in practice. 

The capital of the debt should never be increased unless for 
exceptional reasons. Government loans should not be issued at 
a heavy discount but at par or at a figure not very appreciably 
below par. These maxhns have not always been followed. Thus 
between 1776 and 1785, troublous times for British finance, for 
£92 millions borrowed no less than £115 millions were to be 
repaid. In 1815 at the end of the Napoleonic wars a large loan 
was raised at as much as £174 in 3 per cent stock for £100, and 
for the total National Debt on 5th January 1817, amounting to 
£796,200,191, only £563,600,638 were received.^ Many of France’s 
loans in the nineteenth century were issued from 52| to 84 per 
cent, one loan in 1848 being as low as 45 per cent. The rate 
of interest was usually 5 per cent. Similar extravagance was 
not altogether unknown in the critical days of the Great War. 
If there is a guarantee against a further conversion for a period 

^ Accounts Relating to the Public Income and Expenditure of Great Britain 
and Ireland, vol. ii. 366 — I — 1869, p. 554. 
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this will ensure, ceteris paribus, a successful conversion, as in the 
case of the 5 per cent War Loan which was converted successfullj 
in 1932,1 ^yPen the Government decided, as announced in the 
House of Commons on 30th June 1932, not to redeem the new 
Conversion Loan before 1st December 1952, i.e. five years later 
than the latest date for repayment of the loan under the original 
War Loan scheme. After that date the Government reserved 
to themselves the right to repay the loan, at any time, either 
in a single operation or by instalments. The Loan was made 
all the more attractive by the fact that the existing arrange- 
ment under which the interest was paid without deduction of 
income-tax at the source — a special privilege which has proved 
itself a great convenience to an enormous number of small 
holders — was continued unchanged. By the terms of the 5 per 
cent War Loan prospectus three months’ notice for redemption 
had to be given, and in order that the Government should know 
in so large an operation where they stood and in order that they 
might have ample time to take such remaining measures as were 
necessary, they offered a cash bonus at the rate of £1 for every 
£100 of stock to all those holders who, not later than one month 
after the conversion was announced, assented to continue in the 
Loan. This cash bonus in the case of the ordinary investor was 
not liable to income-tax and was paid to each holder within 
fourteen days from the date of the receipt of his effective assent. 
Those who did not assent were to receive payment in cash 
approximately two months after the expiry of the three months’ 
notice to redeem. There were nearly tliree million people who 
held War Loan, and arrangements were made to inform each 
holder, great and small, of the details and policy of the conversion 
by sending a prospectus, documents, and a letter signed by the 
Chancellor of the Exchequer. Fifteen million forms were de- 
spatched to the holders of the Loan within twenty-four hours ; 
the publicity was arranged very deftly, and a small commission 
was paid to bankers, etc., whose clients play so important a 
part in all conversions. As is shown in the following chapter, 
92 per cent of these holders assented to the conversion of the 
War Loan, which meant that only £165 millions out of £2087 
millions or 7*9 per cent dissented. This small balance was paid 

^ Beginning with the dividend payable on 1st June 1933, the rate of interest 
was reduced from 5 to 3J per cent per o.-nnum. 
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on the 1st of December without any difficulty. Those who gave 
notice of redemption were usually banks and other professional 
dealers in credit, the nature of Avhose business prevents them from 
holding more than a certain proportion of their assets in long- 
term stocks like War Loans. The boldness of the conception 
of the Loan and the attention to detail were the main causes of 
its success. 

Eepudiation 

4. By refusing to admit the validity of its obligations a 
Government may be said to repudiate its debt. Eepudiation may 
be complete or partial. The best example of the former is the 
case of Soviet Eussia in 1918, and several States of the American 
Commonwealth such as Mississippi and Florida in the nineteenth 
century, which have already been referred to in Chapter XXXII. ^ 
Partial repudiation is seen when the burden of the debt is lightened 
indirectly or in concealed form by depreciation of the currency 
(as in Germany in 1923 where excessive inflation took place), 
i.e. by the use of the printing press, which lightens the burden of 
the debt from the State’s point of view. Partial repudiation 


1 The Council of Foreign Bondholders prepared a statement showing the 
amount of debts in default. These are as follows : 


State. 

Description of Debt. 

Approximate 
Amount in 
default 
(in dollars) 

Alabama , 

Guarantees to railways, etc. 

13,000,000 

Arkansas . 

Principally railway guarantees 

8,700,000 

Florida 

Bonds issued to establish banks and 
for railw^ay guarantees 

8,000,000 

Georgia . 

Principally railway guarantees 

13,500,000 

Louisiana . 

Baby Bonds, railway guarantees, and 
Certificates of Claim issued under 
Settlement of 1874 

6,000,000 

Mississippi 

“ Planters ” Bank Bonds 

(1831-33) . . 2,000,000 
Union Bank Bonds (1838) 5,000,000 

7,000,000 

North Carolina . 

Special tax bonds and railway 
guarantees 

13,000,000 

South Carolina . 

No details available 

6,000,000 



75,200,000 


The table does not include Confederate bonds or Civil War debts. In view of the 
11 th Amendment to the Constitution no individual can bring a suit against the 
State in the United States Courts of Justice. 
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was also seen in the case of the United States in 1933, when the 
gold clause was abrogated in all public and private contracts 
and payment in paper currency was substituted for payment in 
gold. Sometimes a special tax is imposed on the interest divi- 
dends, as in Austria in 1868 and in Russia in 1885, and this is a 
form of partial repudiation. Compulsory interest reductions 
have been made in recent years in Germany and in 1935 in 
France, where a 10 per cent cut in general expenditure was 
extended to the interest on rentes. In a policy of budgetary 
deflation, such as the French Government decided on in July of 
that year, this step was taken in order that the rentier should not 
escape scot-free for a considerable length of time. It was thus 
introduced to overcome the objection to budgetary deflation, 
viz. that its incidence is inequitable since the rentier escapes 
unless the interest is decreased. A simultaneous and propor- 
tionate cut on all Government expenditure, including interest 
on the National Debt, is fortunately rare in this age of capitalism, 
where the sanctity of contracts is a cardinal principle of con- 
stitutionalism, and it may be better to get at the real cause of 
a country’s difficulties when her currency is much overvalued 
and to devaluate, as the rentier may lose more by deflation 
than by devaluation in regard to his real income. Repudiation 
should be distinguished from default, which implies simply an 
inability to carry out the terms of the contract without denying 
the liability. When default results in repudiation, the distinction 
between the two vanishes. Repudiation itself does not always 
mean inability to pay, and must not therefore be regarded as 
the bankruptcy of the State. It is usually due to considerations 
of a political or social nature and sometimes to overborrowing 
for unworthy purposes. Reduction in the rate of interest 
unilaterally, the postponement of the date of the pajrment of 
the principal, and the reduction of the principal of the debt are 
the usual forms of repudiation. The eflects of full and even 
partial repudiation of an internal debt are frequently very severe, 
especially when the class of small investors put, as in France, 
their savings into Government Loans. To them it means the 
deprivation of their earnings and life savings to such an extent 
that they may find it necessary to fall back on the State’s support. 
Repudiation may result in driving capital out of the country, 
to the injury of the country both from economic and social 
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points of view. It affects practically all creditors, since creditors 
are debtors who find it hard to pay if they themselves are not 
paid. Repudiation^ in other words, tends to set up dislocation 
within the State and to produce a string of bankruptcies. If 
the loan is an external one it affects, other things being equal, 
foreign countries at the expense of debtor countries. 

Repudiation is an act of sovereignty, and the State possessing 
that sovereignty may allege that it does not have the resources 
necessary to carry out the award of the arbitrator. A method 
of solving the State’s repudiation is that of arbitration, and it 
is customary for foreign creditors to form protective associa- 
tions. Sometimes it is possible to secure the services of a friendly 
power. The Government which intervenes may threaten to 
prohibit the listing of the securities of the defaulting State on 
its stock exchanges or to refuse to permit the raising of money in 
its money markets until an agreement has been arrived at. Some- 
times the foreign creditors may get their Government — also a 
sovereign State — to contest the act of repudiation. The right of 
repudiation is obviously more limited in the case of foreign debts 
than in the case of domestic debts. 

The Capital Levy 

5. The growth in public debts and the resulting large demands 
in the form of interest charges made the question of the repay- 
ment of public debts after the War an urgent one. One method 
suggested to achieve this end was to wipe out a large part of the 
public debt by a levy on capital itself for the specific purpose of 
sinking the debt. The problem is to examine whether the 
injurious economic results of recurring annual taxation are less 
than the effects of a capital levy. The feasibility of a capital 
levy will not be denied even by its strongest opponents, provided 
it is received with a fair amount of approval. General assent is 
required. If there was opposition from the banks, if another 
capital levy was feared, if the general level of prices was falling 
and commerce and industry depressed and nervous, it would not 
be likely to succeed. The Professor of Political Economy at 
Cambridge and others put forward the case why a capital levy 
should be undertaken in Great Britain in preference to paying 
off debt over an extended period. Pigou, however, later came to 
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the conclusion that if it had been introduced immediately after 
the War it might well have proved beneficial, but if introduced 
now it would probably be harmful. The British Labour Party in 
November 1923 issued their programme, in which it was stated 
that Labour condemns the failure of Government to take steps 
to reduce the dead-weight War debt. No efiective reform of 
the national finances can be attempted until the steady drain 
of a million pounds a day in interest is stopped. Treasury 
experts, in evidence before a Select Committee of the House of 
Commons,^ expressed their view that a tax on War fortunes could 
be levied, and have, therefore, admitted both the principle and 
its practicability.” The Board of Inland Revenue is of opinion 
that a capital levy would be a task of the first magnitude even in 
the most favourable circumstances, but it does not regard the 
difficulties as insuperable. The task would be similar to that 
regularly undertaken for purposes of Estate Duty and would be 
less difficult than a levy on War wealth.^ The Board, however, 
points out very forcibly that the administration of the tax depended 
on the absence of systematic and widespread obstruction and of 
all anxiety regarding the consequences of the levy. The latter 
would affect capital values so as to make the tax uncertain in its 
result. The Chancellor of the British Exchequer appointed in 
1924 a Committee to examine the subject, which really resolves 
itself into two main questions : (1) a question of principle, and 
(2) a question of technique. The Committee, of which Lord 
Colwyn was appointed Chairman — Lord Colwyn was Chairman 
of the Royal Commission on Income Tax, 1920 — was asked “ to 
consider and report on the National Debt and the incidence of 
existing taxation, wuth special reference to their effects on trade, 
industry, employment, and national credit ”. The opinion of 
witnesses before the Committee was that the levy must be con- 
fined to individuals and there must be an exemption limit. With 
the lowering of the exemption limit the difficulties become all the 
greater. If large sums are required steep graduation will be 

^ Cf. Report from the Select Committee on Increase of War Wealth, together 
with the Proceedings of the Committee, Minutes of Evidence and Appendices (102 
of 1920). 

^ Appendices to the Report of the Committee on National Debt and Taxa- 
tion (London, H.M. Stationery Office, 1927). Note by the Board of Inland 
Revenue on the practicability of a capital levy (Appendix XXII.) and on the 
yield of certain scales of capital levy and the consequent effect and. yield of 
income-tax, super-tax, and Death Duties (Appendix XXIII.). 
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imperative. The Committee concluded that “ even if there were 
a prospect of a Capital Levy being well received, the relief from 
debt which it offers would be insufficient to justify an experiment 
so large, difficult, and full of hazard ; this would hold good in any 
circumstances not differing widely from those of the present time. 
Further, unless a levy were accepted with more goodwill than it 
would be possible to anticipate under present conditions, it would 
be highly injurious to the social and industrial life of the 
community.” ^ 

The case for and against a capital levy has been ably set out 
by many writers.^ The proposal of the British Trade Union 
Congress and the Co-operative Congress was to have a special 
levy on accumulated wealth, the yield of which should be at least 
£3000. The British Labour Party was generally in favour of 
exempting fortunes up to £5000. Beyond this exemption pro- 
gressive taxation would take place. Capital rather than income 
would be taxed, and the payment was to be made quickly, but 
exemptions were to be granted in a small number of cases. The 
rate of taxation is seen in the tables on opposite page. 

On the analogy of estate duties a law would be passed by 
which, as one writer phrases it, every man and woman of a 
suitable degree of wealth would be deemed to die and to come to 

^ Report of the Committee on National Debt and Taxation^ Cmd. 2800, 1927, 
para. 876. 

^ The case for a War debt redemption levy is set out in the following 
books : Labour and the W ar Debt, a Statement of Policy for the Redemption of 
W ar Debt by a Levy on Accumulated Wealth (London, 33 Eccleston Square, S. W. 1, 
Labour Party) ; Pigou, A Capital Levy and a Levy on War Wealth (Oxford 
University Press, 1920), cf. A Study in Public Finance, Part III. ch. vi. (Mac- 
millan, 1928) ; Dalton, The Capital Levy explained (The Labour Pubhshing Co., 
London, 1923) ; Pethick-Lawrence, A Levy on Capital (London, Allen & Unwin). 
The case against a War debt redemption levy is set out in the following books : 
Pennefather, The Capital Jjevy exposed (London, Hutchinson & Co.) ; Harold 
Cox, The Capital Levy, its real purpose (The National Unionist Association, 
Westminster), cf. Report and Evidence of the Select Committee on Increase of the 
War Wealth (102 of 1920) ; Economic Journal, March 1919 ; September 1920, 
Professor Corrado Gini on the Italian Law. The following should be consulted : 
Report of the Committee on National Debt and Taxation (Cmd. 2800, 1927) ; 
Chlepner, Le Prelevement sur le capital dans la theorie et la pratique (Brussels, 
1925) ; Raiter, Le Prelevement extraordinaire sur le capital en France et d Vetr anger 
(Paris, 1927). 

Ricardo was in favour of a capital levy. He proposed to levy a high 
property tax to pay oh the National Debt. “I should”, he stated in the 
House of Commons, 21st February 1823, “ contribute any portion of my 
own property for the attainment of this great end if others would do the same.” 
Cf. Preface to Letters of Ricardo to Malthus, ed, L. Bonar (Oxford, Clarendon 
Press, 1887). 
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life again next morning as the fortunate heh to his or her own 
property on payment of an appropriate ransom It was to he 
levied on individuals but not on corporations. Belief will be 
afforded, it is argued, to trade and industry consequent upon the 



Scale of Levy. 

Levy Per Cent. 

First £5,000 . 

£0- 

5,000 

0 

Next £1,000 . 

£5,000- 

6,000 

5 

„ £2,000 . 

£6,000- 

8,000 

10 

„ £2,000 . 

£8,000- 

10,000 

15 

„ £5,000 . 

£10,000- 

15,000 

20 

„ £5,000 . 

£15,000- 

20,000 

25 

„ £10,000 . 

£20,000- 

30,000 

30 

„ £20,000 . 

£30,000- 

50,000 

35 

„ £50,000 . 

£50,000- 

100,000 

40 

„ £100,000 . 

£100,000- 

200,000 i 

45 

„ £300,000 . 

£200,000- 

500,000 : 

50 

„ £500,000 . 

£500,000-1,000,000 

55 

Remainder 

Above 

1,000,000 

60 


This scale would work out as follows : 


A man worth not more than £5000 would 
pay nothing. 

Per Cent of his 

Total Fortune. 

A man worth £6,000 would pay . 


. £50 or 1-2 

„ £8,000 


. £250 „ 3*2 

„ £10,000 


. £550 „ 5-5 

„ £15,000 


£1,550 „ 10-3 

„ £20,000 


p 

o 

o 

00 

of 

„ £30,000 


£5,800 „ 19-3 

„ £50,000 


£12,800 „ 25-6 

„ £100,000 


£32,800 „ 32-8 

„ £200,000 


£77,800 „ 38-9 

„ £500,000 


£227,800 „ 45-6 

„ £1,000,000 


£502,800 „ 50-3 

„ £2,000,000 


£1,102,800 „ 55-1 

„ £3,000,000 


£1,702,800 „ 56-7 

„ £10,000,000 


£5,902,800 „ 59-0 

remission of taxation made possible by 

the extinction of debt 


and the cessation of debt interest. This reduction of taxation in 


future would reduce the bad effects of taxation on production, 
and would make it possible for money to be devoted to social 
services, such as education, to an increased extent. A State 
levies death duties and gives protection to the accumulation of 
wealth. For the same reason it has the right to take a part of 
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tEe capital. It is also argued that it is most unfair that millions 
of men who fought in the War, perhaps the most enterprising 
part of the community, must labour to provide interest on money 
which others (who stayed at home and in many cases did well out 
of the War) were able to lend in large amounts while they were 
fighting. '' If it was right that young men should give their lives, 
it was right that rich men should give their wealth in taxation, 
instead of being invited to make a profitable investment.” ^ 
Again, a larger proportion of the cost of the War should have 
been taken by taxation. Therefore, it is argued, take it now in 
its capitalised form. Another argument put forward is that if, 
as is not unlikely, a general fall in prices takes place, the burden 
of debt will increase, and the holders of Government securities will 
gain still more at the expense of the taxpaying community. There- 
fore it is held a levy is expedient. The efiect on the money market 
of a capital levy is said to be exaggerated by bankers and similar 
opponents of the measure, since the payment is spread over a 
period and the Treasury pays the money out as fast as it gets it 
in. This last argument especially will require careful examination. 

With a capital levy as a means of effecting the better dis- 
tribution of wealth we are not concerned. The proposal must 
be examined from the financial standpoint. Is it an efidcient 
means, as compared with annual taxation, to reduce public debt ? 
The proposal is not a new one, for in 1716 Hutcheson proposed 
in the House of Commons that 10 per cent on all property, includ- 
ing the debt itself, should be levied in order to repay debt.^ 
Hume^ and McCulloch,^ in commenting on this, held that the poor 
would not pay, that it would be unfair, and that evasion would 
be easy. Eicardo defended the levy in his essay on the Funding 
System and in his parliamentary speeches. Mill in his Principles 
of Political Economy rejected the plan in 1848. The proposal to 
repay debt by a capital levy seems to occur after every great war 
or calamity. It will, therefore, be necessary to examine (1) the 
operation of capital levies in other countries, and (2) to review the 


1 Labour and the War Debt, p. 5 (The Labour Party, 33 Eccleston Square, 
London, S.W.l). 

2 A Speech made in the House of Commons^ 2dth April 1716, by A. H. (1716 : 
2nd edition, 1722) ; cf. Collection of Treatises relating to the National Debts and 
Funds (London, 1721). 

^ Essay on Public Credit Political Discourses (Edinburgh, 1752). 

^ Taxation and the Funding System, p. 464 (London, 1845). 
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evidence regarding this difficult question, with special reference 
to Great Britain. 

A levy for economic ills lias been tried in several countries, 
notably in Poland, in Czechoslovakia, Italy, Germany, Austria, 
Hungary, and Greece. It was also proposed towards the end of 
1923 in Switzerland. With the exception of Switzerland, the 
levy was tried as a desperate remedy. 

In Poland, by a law of 16th December 1921 and by a new 
scheme introduced in August 1923, a capital levy has been twice 
imposed. Wealth in Poland, as is well known, is more unequally 
distributed than in perhaps any other country of the world. 
There are family estates, it is said, equal to English counties, 
whose owners buy racehorses in England in spite of the adverse 
exchange, and, as has more than once been pointed out, the 
annual income of this class is probably equal to the total wealth 
of thousands of their poor compatriots. The result of the Polish 
levy is that it produced far less per head of population than 
the British income-tax and super-tax, £1 : 8s. for the Polish 
capital levy against £8 : 10s., the revenue from property incomes 
and super-tax in Great Britain. The levy in 1922 brought (in 
Polish currency) seventy milliard marks. The gain to the State 
was wiped out by the subsequent depreciation of the currency. 
An able Finance Minister was the means of introducing the levy 
into Czechoslovakia in 1919. The tax was in effect a tax on 
property, payable chiefly from income, and may be taken to be 
a kind of super-tax rather than a levy on capital. The President 
of Czechoslovakia remarked that I am not satisfied with the 
result. The money seemed to disappear.’’ The levy on capital 
by the law of 22nd April 1920 was on all fortunes in excess of 

50.000 crowns and was on a sliding scale varying from 4i per cent 
to a maximum of 50 per cent on fortunes above 100 million 
crowns. Payment was to be made in ten years or twenty years 
and extensions were granted in certain cases. The assessment 
was on the value of the property on 1st January 1920 and the 
yield of the tax was estimated at between 10,000 million to 

12.000 million crowns, but the actual yield was 6000 million 
crowns, or approximately only 600 million gold francs (£24 
millions). This capital levy was closely connected with the 
punitive laws of 1918 and 1919 for the coiffiscation of lands and 
was aimed especially at Austrian landlords in the new Czecho- 
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Slovakia state. In Italy the capital levy of 1920, which Avas 
modified in 1922, AAvas a tax on property distributed over twenty 
years, and thus lost all the characteristics of a true capital levy, 
becoming merely a supplementary income-tax. It has given rise 
to considerable difficulties in regard to the valuation of property. 
The valuation was fixed in 1919-20 at a time when values were 
fluctuating greatly. The payment was spread over so long a 
period that it resembled an annual tax on capital, and the distinct 
features of a levy, as usually understood, were therefore absent. 
The capital levy extracts from the pockets of the taxpayers a 
considerable sum instead of a succession of smaller sums over a 
period of years, and this deprives them of property which would 
otherwise have yielded them an income. A special levy is less 
fair than the annual taxes, because the former does not take into 
account the family responsibilities of the taxpayer at the moment 
of the levy as in the case of income-tax. It also takes no account 
of the recurring good fortune resulting from bequest in the way 
that income-tax does. If A inherits a fortune after the levy he 
does not pay to the extent that B does who receives a fortune just 
previous to the levy. In this respect a capital levy is inferior to 
an income-tax from the point of view of distribution, and a study 
of continental legislation brings out clearly how even when the 
levy is spread over a period these difficulties arise. In Germany, 
Erzberger attempted (1) a levy on capital, and (2) a non-recurring 
war levy on increases in property values, but its defects were 
nullified by the rapid depreciation of the mark. The law of 31st 
December 1919 which introduced the Reichsnotojpfer had pro- 
visions for postponed payments, and the impost thus became not 
a capital levy but a supplementary income-tax. The sums 
collected by the law of 8th April 1922 on the V ermogenssteuer 
(ordinary tax on capital) were also spread over a number of years, 
and moreover the proceeds were used not to pay off debt but 
as ordinary revenue. Austria’s attempts have been somewhat 
similar. “ No salvation ”, says an authority, '' came from this 
panic measure, and when the League of Nations took over the 
administration of the country it would have nothing to do with 
it.” In Hungary there was much evasion. The cautious 
capitalist ”, according to an official report of March 1923, 
'' promptly did his best to secure himself against further risk by 
removing his mobile capital out of harm’s way.” In Hungary, 
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as in Austria and in Germany, capital levies enacted in 1919 and 
1920 at liigli rates were rendered ineft'ective by tbe rapid deprecia- 
tion of the currency. In Greece in 1923 a capital levy was intro- 
duced, the percentage being fixed on each stage of a man’s wealth. 
The rates were so low as to render comparison impossible with any 
scheme for a levy in an important industrial country such as 
Great Britain. All national loans and remittances from emi- 
grants, as in Italy, were exempt. The date of the valuation 
of property was, as in Czechoslovakia, prior to the passing of 
the Act. 

The case of Switzerland in 1923 is similar to that of Great 
Britain. There was as in Great Britain stringency, unemploy- 
ment, and a heavy debt. In both countries, however, there was 
no hopeless condition of the public finances. The purpose of the 
levy, which was introduced by the Socialist Party, was to provide 
funds for social reforms. Under the Swiss Constitution any 
50,000 citizens may initiate legislation. Both chambers of the 
legislature rejected the proposal by overwhelming majorities, and 
the State referendum resulted in 730,584 votes against the proposal 
and only 109,434 in its favour, and over 86 per cent of the voters 
on the list went to the poll. All the cantons and all towns with 
a Labour majority disapproved of the result, which was objected 
to by a majority of 7 to 1. The minimum wealth to be taxed was 
to be the equivalent of £3200, at a rate varying from 8 to 60 per 
cent. In one week it is said the withdrawal of bank deposits 
amounted to one million francs. Bonds and shares were sold to 
foreigners, who were exempt, and reinvested in foreign securities. 
The State funds fell on an average by 2 per cent in one week, 
and other securities lost I per cent of their value. The anxiety 
and depression which followed upon the threat of a capital levy, 
even though there was no prospect of the levy being carried 
through, were striking. The object of the levy differed from that 
of most capital levies. The Swiss capital levy was intended to 
provide for social benefits and not to redeem public debt. Its 
scope was wider than a capital levy, such as was proposed in 
Great Britain by the Labour Party, as it was intended to include 
companies as well as individuals. The result of the referendum 
restored confidence in Switzerland both at home and abroad. A 
caveat must be added with regard to the experience of other 
countries in the post- War period. These must be judged with 
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care as they differ considerably from tbe levy that was proposed 
in Great Britain after tbe War. 

The British debt at the end of the War (£74-81 millions) was 
indeed a large sum, and to repay £3000 millions of debt was not 
an easy matter. It is interesting to note that the National Debt 
of Great Britain at the close of the French War (1817) was £850 
millions, and the national income was estimated at £400 millions. 
The ratio of debt to income was therefore times the income. 
At the close of the Great War (1918) the National Debt was £7829 
millions, while the national income was £3900 millions. The 
debt, therefore, was in the proportion of 2 to 1, or slightly lower 
than in the war which ended a hundred years earlier. If the 
proportion of debt to national wealth be taken it will be found that 
the percentage of debt to wealth was 32 in 1817, and 34 in 1919.^ 
It is necessary to think in proportions instead of in mere amounts, 
and, all things considered, the proportions are not very much 
different from those one hundred years ago. 

The physical achievement of a levy is not great since the 
saving of interest results in a diminished yield of ordinary taxa- 
tion. The levy of £3000 millions that has been proposed would 
then have produced a saving annually of £142 millions. From 
this amount, however, must be deducted about £90 millions on 
account of losses from existing taxes which that amount of capital 
and the income from it would have produced. The ravages on 
the future yield of income and surtax and death duties are con- 
siderable. Income-tax would have been less by approximately 
£30 millions, super-tax by £30 millions or more, and death duties 
from £25 to £30 millions. Thus there would have been a loss of 
from £85 to £90 millions per annum, which would have had to 
be deducted from the figure of £142 millions. Great Britain would 
have had approximately from £52 to £57 millions per annum 
from the levy. Sir Josiah Stamp’s estimates in 1923 agree with 
these on the whole. His estimate is from £42 to £50 millions per 
annum, and £70 millions per aimum is the estimate of Mr. Dalton, 
who favours the levy.^ We may safely take it that the saving 
would have been in the neighbourhood of £50 millions. Thus the 


^ Of. Fisk, English Public Finance, p. 37 (New York, Bankers’ Trust Co., 
1920). 

^ The Capital Levy Explained, p. 80 (London, The Labour Publishina; Co., 
1923). 
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saving of revenue consequent on the debt repayment is £140 
millions a year approximately, and the net gain after allowing for 
the loss in annual taxation is of the order of £50 millions or only 
about one-third of the actual levy. In other words, the income- 
tax could only be reduced by Is. in the £. From this it may also 
be concluded that high rates of taxation, when the proceeds are 
kept within the country, are not very damaging and therefore a 
considerable reduction in high taxation is not very advantageous. 
Before the Committee on the Increase of War Wealth, Sir Richard 
Hopkins of the Board of Inland Revenue said that three-tenths of 
the War wealth levy of each £1000 millions would be paid in War 
stocks, three-tenths in cash and other securities, and four-tenths 
by instalments mainly in cashd The Board, it is interesting to 
note, estimated the aggregate of the individual increase of wealth 
for the whole population of the United Kingdom to be £4180 
millions, and that, if the increase in the hands of those persons 
whose post- War wealth did not exceed £5000 be excluded, there 
remains an aggregate of £2846 millions in the hands of nearly 
340,000 people. In discussing a capital levy in Great Britain the 
crippling of direct taxation in the future has to be fully considered, 
because 97 per cent of the whole is paid by 3 per cent of the 
population. It has also been urged that to institute a capital 
levy to pay of! debt at 3i- per cent when the returns in industry 
are in ordinary times from 6 to 12 per cent is hardly worth the 
candle. A saving of 50 millions per annum on £3000 millions 
is only a saving of P7 per cent, and thus the net saving owing 
to the inroads on ordinary revenue is much smaller than is 
anticipated. 

The root objection to a capital levy is its ehect on capital 
and credit. As Montchretien - pointed out over three hundred 
years ago, '' credit is the soul of all commerce An ex-Prime 
Minister, Mr. Ramsay MacDonald, is reported to have said that 
“ if three thousand millions were taken by the State from 
accumulated wealth and used by the State to pay off its debt, 
that money would go back into the pockets of the people who 
now hold the debt. The moment their script is redeemed by 

^ Estimate put forward by Sir Richard Hopkins, Board of Inland Revenue. 
See the Select Committee on Increase of Wealth {War)^ No. 102 of 1920. The 
five Memoranda of the Board of Inland Revenue are of much value. 

^ Traite de Vecojiomigne 'politique (1615), “ Le credit est Tame de tout 
commerce ”. 
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cheque, or by pounds, shillings, and pence, the money which finds 
its way into the pockets of the State’s creditors is immediately 
reinvested through the banks into industry.” He is also reported 
to have said that a new investment goes into industry at 20 
shillings in the £ and not 17 shilhngs as a result of the capital levy. 
With all due deference to Mr. Ramsay MacDonald it cannot be 
said that he has strengthened his position by this half-told tale, 
although his lucid presentment of the case for change acts as a 
timely reminder of the need for refurnishing as far as possible our 
financial armoury. He does not seem to see that there is any 
difference between the creation of credit and the transfer of credit. 
Moreover, £3000 millions of cash do not exist. Traders use 
War debt to finance their business, and if the War Loan were 
handed over to Government they would be deprived of this. 
Thus a capital levy would involve a violent deflation of credit, 
and in the long run a scaling down of wages and prices. Govern- 
ment securities held by banks in the form of Treasury Bills, etc., 
would not be available for industry for the simple reason that 
they would cease to exist. Bank deposits would be reduced, and 
it would be necessary for the banks to curtail their loans. The 
result of this severe deflation of credit is an equally rapid fall in 
prices, with loss to industry and dislocation and probably unem- 
ployment. The trade of a country is carried on with the capital 
in the hands of citizens, and the destruction of this capital, if paid 
in War debt, would certainly lead to a decrease of credit in the 
hands of the mercantile community. If the levy is paid in other 
securities these would probably be kept for sale by Government, 
in which case they would depress the prices of all securities, or 
their dividends and interest would be devoted to the payment of 
interest on War debt. 

It appears to be far better to repay debt every year out of a 
surplus which must be made from income and not from capital. 
The interest on the internal debt is not a dead loss to the 
community, as most of it is spent or invested in the country, 
and this tends to provide wages and lessen unemployment. 
The effect of a capital levy on London, which is still the 
money market of the world where large balances are held and 
utihsed, would be great. Once commercial morality is broken 
by confiscation, money would not flow into the reservoir of 
capital from abroad, and commerce and industry would then be 
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permanently, or at least for a long period, aftected detrimentally. 
There are other reasons in addition to these why a capital levy 
should not be introduced. One of these is that thrift is penalised. 
Those who have not saved go free, and what is required most of 
all at the present time is more and more thrift, as this is essen- 
tial to prosperity. The shadow of uncertain levies discourages 
the accumulation of capital, and industrial expansion is hindered. 
If there are two brothers with £10,000 each, and one invests the 
amount in securities producing £500 per annum, and the other, a 
bachelor, buys an annuity of £1000 per annum, the man with 
£500 per annum pays a capital levy and not the other. The 
former may have pledged his securities to the banks as margin 
for securing trading operations, and although to some extent 
these securities would be replaced in the shape of bank credits, this 
would not be so if National Debt were tendered in payment of 
levy and cancelled. It is sometimes pointed out that the cost of 
collection would be high, and it is doubtful whether assessment 
would be possible except by computing from the income-tax 
returns. On the other hand, the Committee on the Increase of 
War Wealth were of opinion in regard to a levy on War wealth 
that, although the administration of a tax of this character would 
involve many difficulties, yet these were not insurmountable, and 
in the case of Great Britain it was proposed to carry out such a 
proposal as the Committee put forward. Under this scheme of 
a levy on War wealth only two assessments would have been 
accessary : on the wealth of ‘‘ the hard-faced men who have done 
well out of the War ”, (1) at the outbreak of the War, and (2) at a 
later period. The great advantage of a War wealth levy was that 
it would have fallen on those from whom exceptional payments 
could be demanded. The proposal, however, was dropped, and 
the changes since the post-War year would make any such levy at 
the present time impossible. The inopportuneness of a levy on 
War wealth at the present time applies equally to that of a 
capital levy. 

The main argument, then, against a capital levy is that the 
deflation of a country’s balance sheet by a sum of, say, £3000 
millions would mean a somewhat violent reduction in values. 
Prices and wages would decrease considerably, the borrowing 
powers of traders would be reduced owing to the loss of working 
capital, which gives the taxpayer about 5 per cent, while in the 
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hands of the public it earns a great deal more. At the present 
time, and for many years to come, the greatest service that a rich 
man can do is to save money and thus supply capital plentiful 
and cheap. The War debt is now part of the economic system of 
a country, and it is unwise when a country is settling down and 
paying its way that a levy on capital should be introduced. As one 
banker says : It would be a case of burning your house to roast 
your pig, and it would be far better to reduce greatly the debt by 
a sinking fund and to exercise the strictest economy A levy 
should be kept only for a time of extreme urgency. Immediately 
after the War the opportunity was let slip, because a capital 
levy, to be successful, requires immediate imposition after some 
exceptional event unlikely to recur, in order to give the investors 
confidence that the levy will not be made again. An easy money 
market is essential, and a levy should not be thought of in a period 
of trade depression. Those who support the idea are apt to 
forget that the payment of interest on internal debt is largely a 
problem of distribution, and the psychological efiects of the levy 
are serious. ''The greater productiveness of industry”, said 
McCulloch in 1845, " and the greater well-being of the community 
are the real sinking funds which a wise Government should exert 
itself to build up and encourage, and this will be best done by 
giving all that freedom to industry that is consistent with right 
and justice.” ^ The Committee on War Finance appointed by 
the American Economic Association in 1918 with regard to the 
proposed levy on capital concluded that " there are so many 
serious objections to the capital levy that we do not hesitate to 
report that, in our opinion, such a measure has no proper place in 
a finance plan for a country in the present position of the United 
States. As an alternative to repudiation in a country on the 
verge of bankruptcy something can be said for the plan. For a 
nation solvent and unembarrassed it possesses no attraction.” In 
short, there is no short cut to debt redemption. 

Fiaally, there is the dificulty of administrative technique. In 
the first place, as the Board of Inland Eevenue has emphasised, 
there must be a fair measure of assent to such a levy. The Board, 
while stating, as we have seen, that a capital levy was practicable, 
was definitely of opinion that if taxpayers as a whole resented the 
levy, and were to raise important questions of technical and legal 

^ Taxation and the Funding System^ p. 466 (London : Longmans, 1845). 
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detail, the execution of this levy would be interfered with and 
delayed, and the successful administration of the duty would be 
much endangered by the absence of a favourable atmosphere. 
Secondly, if it gave rise to widespread anxiety, misunderstanding, 
or hostility on the part of bankers so that capital values were to 
fluctuate considerably owing to the loss of confidence which it 
might entail, the levy would be exceedingly difficult to collect and 
probably very uncertain in its result on account of financial panic 
and general disorganisation. Thirdly, if the exemptions were to 
be lowered to reach those who own annually a small amount of 
capital, the difficulty in the collection would be enhanced. The 
Board of Inland Revenue illustrated this by showing that the 
number of individuals, exclusive of their dependents, who own 
£5000 of capital and upwards in Great Britain is approximately 
only half a million, while those owning between £2500 and £5000 
number about 100,000, and the lower the limit the far greater the 
number of charges for a capital levy and therefore the greater the 
administrative difficulty. At the same time a capital levy is 
easier to collect than a ar levy, because the former deals with 
an individuahs assets at a given moment in the immediate past, 
as in the Estate Duty, while a War levy involves the ascertaining 
of the excess of one valuation at one period over the valuation of 
the same individuaPs assets some years previously. There are 
also other points to which the Board refers as follows : '' The 
dynamic effects of a levy in its reactions on credit, prices, saving, 
and the national economy — effects that might prove of outstand- 
ing importance and might seriously prejudice revenue estimates 
based on static conditions — are not taken into account, as the 
Board feel that the appraisement of revenue gains or losses result- 
ing therefrom lies in the field of speculation rather than of esti- 
mate Eourthly, there is the difficulty of a guarantee against 
the repetition of the levy. “We consider ”, said the Committee 
on National Debt and Taxation on this score, “ that any guarantee 
ought to be wide in its scope, applying to all capital wealth ; on 
the other hand, it ought to be limited in time. It would require 
to be made clear that the levy was emergency legislation, and that 
it would not be repeated at least for some years, unless there were 
any serious and unforscen crisis. We think such an assurance 
would be of value and would help to allay apprehensions. It 
would be too sanguine to expect that it would altogether remove 
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them.” These difficulties have to be weighed against the wiping 
out of a part of the National Debt in the event of another Great 
War. An opportunity for a capital levy was missed just after 
the War when the level of prices was high and the boom was still 
in operation. In the present circumstances the argument for such 
a levy no longer obtains. 

6. Local authorities in recent years have found it expedient to 
borrow for public utilities and other capital undertakings, such as 
electricity, gas, and water- works, tramways, railways, and canals, 
public baths, cemeteries, harbours and docks— the result of the 
large extension of local governmental activity and the increase in 
wealth-seeking investment. These loans are usually raised by the 
issue of stock, a method which in recent years in Great Britain 
has increased in popularity. The stock is issued by Act of 
Parliament and is issued at a fixed price. Another method of 
raising loans is by the issue of mortgages for short or long periods 
where a local authority does not possess the power to issue stock 
or prefers not to do so. Occasionally large municipalities resort 
to this form of borrowing for a temporary purpose or pending an 
issue of stock. The second method has an advantage, as it is 
usually possible to repay the loan if interest rates fall and to 
borrow again at lower rates of interest. Short-period loans appeal 
to the small local investor who does not wish to tie up his capital 
in long-term investments. But these mortgages may be for a long 
period, and are taken up by insurance companies and banks from 
local authorities or Public Works Loan Commissioners whose 
function it is to lend to local authorities moneys raised on national 
credit. The disadvantage of the long-term loan is that if interest 
rates fall the local authority is committed to the payment of higher 
rates during the currency of the loan. Other methods of raising 
loans are the bank overdraft or the issue of bills of exchange when 
this is permitted by law ; the latter is frequently resorted to pend- 
ing an issue of stock. The bank in the case of an overdraft usually 
charges interest only on the net balance in favour of the bank, the 
loan having the advantage of being repayable at any time accord- 
ing to arrangement. 

The question at issue is the best method or methods to repay 
these loans. The principle underlying redemption is that the 
period of the loan should not exceed the life of the asset for which 
the loan was raised. The usual system of repaying such loans is 
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that of the sinking fund. Local authorities appropriate from the 
revenue of each year equal sums which will, with compound 
interest, be the equivalent of the total amount borrowed at the 
end of the period. These sums are left on deposit at a bank at a 
stipulated rate of interest, or they may be invested in outside 
securities yielding a more or less fixed amount. The annual 
interest on the loan is, of course, paid out of the revenue of the 
local authority in question. In short, interest on the entire 
principal of the loan is paid annually and the amount of the loan 
at the expiry of its currency. Another method is the amiuity 
method of repayment by equal instalments of principal and 
interest each year, the payment being made in such a Avay as to 
repay the loan and interest thereon when the last instalment is 
paid. The burden of the loan on the taxpayer is spread equally 
over each year of the loan’s currency. The third method, the 
fixed instalment method, is to repay out of annual revenue the 
principal by equal instalments for the entire period of the loan, 
interest being paid on the decreasing balance. The burden of the 
loan decreases year by year, and the objection to this method of 
repayment is that as the work on which the loan was spent proves 
remunerative the burden is lightening, as in the case of water or 
electricity works. The burden, therefore, is heavier in the early 
period of the loan. 

It is essential in order to avoid waste and to minimise extrava- 
gance that the repayment of local debt should he regulated in 
accordance with general principles such as these already noted in 
the previous paragraph. The borrowmgs of local authorities must 
be controlled in all countries by higher authority. The advan- 
tages resulting from centralised control in the case of the United 
Kingdom have been numerous. In Great Britain local authorities 
have not always the knowledge of financial principles possessed by 
the Treasury or the Ministry of Health and therefore have gained 
by the control of the Central Government. The technique of the 
creation and repayment of debt varies with particular circum- 
stances and is by no means a simple matter. Loans as in the case 
of the National Government have to be brought under control and 
cannot be issued without limit. Local loans must not exceed a 
certain proportion of the taxable value, must be for definite pur- 
poses, and must be redeemable within a fixed period. In Great 
Britain and in France centralised control has been of great value, 
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and in the United States also the control of local authorities has 
been beneficial. State borrowings have been limited by State 
constitutions, and the borrowings of local authorities by the State 
legislatures. 
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THE HISTORY OF PUBLIC DEBT — GREAT BRITAIN 

Scope 

1. In this and the subsequent chapter it is proposed to review 
some of the more important features in the history of public 
debts of various countries. A little history is sometimes a 
dangerous thing. It will, therefore, be all the more necessary 
to examine with care the main statistics on public debts without 
bewildering or distracting the inquirer regarding the broad facts 
that have to be understood. In the first place, the history of the 
British Public Debt will be reviewed with special reference to the 
fallacy of the sinking fund, a fallacy that is apt to appear at 
critical periods in other countries, notwithstanding the writings 
of Hamilton and Ricardo in exposing the absurdities of Pitt’s 
sinking fund. The debt, the main legacy of the War, has grown 
from £706 millions before the War to £7860 millions at the present 
time. At the Armistice the debt was £6775 millions more than 
in August 1914. This is an enormous sum as compared with the 
wars of William III., which added £15 millions to the public debt, 
the wars of Anne £38 millions, the Seven Years’ War £58 millions, 
the American War £121 millions, and the French War £602 
millions. Great Britain followed the principle from 1916 that its 
Budget should provide for all normal expenditure and the War 
Debt charge — a standard then higher than that aimed at by any 
other belligerent. Great Britain and Australia paid from one- 
fourth to nearly one-third of the War expenditure by taxation. 
The United States paid even a higher proportion, namely one- 
third, a contrast with France, where the percentage is a shade 
under 17 per cent. A survey of the public debt of India will 
show the importance of productive debt, and the advantages of 
a productive external debt. The history of debt in France shows 
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the peril of overborrowing and the necessity of budgetary equi- 
librium for the restoration of sound financial conditions. A 
balanced Budget raises the price, ceteris of a country’s 

securities, enhances credit, prevents inflating prices, and makes 
a beginning possible with reduced taxation. The experience of 
Japan in the Great War in preventing a large increase of debt, 
and in the distribution of her borrowings externally and internally, 
is instructive. Finally, the procedure in the United States in 
regard to the flotation of the large Liberty Loans and the sound- 
ness of the principles followed, not to mention the War Loan 
publicity campaigns, are also noteworthy. 


The British Public Debt 

2. Among the many lessons that we have learned and are learn- 
ing as a result of the War, one of the most fruitful in its effects on 
financial recovery is the general conviction that States must free 
themselves from the paralysing clutch of borrowing to meet their 
everyday expenditure. All ordinary expenditure, including the 
interest charges on debt, should be met from taxation and not from 
loans. Only in exceptional circumstances must large borrowings 
take place. Countries like Great Britain and the United States 
realise that any other policy is extremely short-sighted. In 
Chapter XI. of Book IL and Chapter XXXII. of Book IV., the 
princiifles governing a country’s expenditure from capital were 
discussed, and it is unnecessary to repeat what has been said in 
this connection. While signs of improvement have dawned in 
the financial sky of some countries, others may be said to be 
piling up debt and to be trembling almost on the razor-edge of 
disaster, and the remark of Adam Smith in this case is not irre- 
levant. '' The progress ”, he said, “ of the enormous debts which 
at present oppress, and will in the long run probably ruin, all the 
great nations of Europe, has been pretty uniform.” ^ What pre- 
cisely was a ''pretty uniform” progress of economic ruin is not 
clear. But for borrowing or debt wars could not be carried on, 
and in peace it is this burden of debt that makes it sometimes 
difficult to carry on. Every increase of public debt means an 
increase in taxation at some time or other, or a decrease in the 
revenue available for other heads of expenditure. 

^ The Wealth of Nations^ Book V, ch. iii. 
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The main features of the British public debt may be sum- 
marised briefly in the table below. The increase year by year 
and the interest charges are shown in the following table : 


The British National Debt 


Year. 

Event. 

Debt 

(£ Millions) 

Annual 
Charfie, 
including 
Annuities 
(£ millions) 

Increase of Debt 
over previous Year 
in this Table. 

Net 

(£ inillinns) 

Per Cent. 

1689 

Post-Revolution year 

1 

0*04 



1702 

Accession of Queen Anne . 

16 

1-3 

15 

1500 

1714 

„ George I. 

54 

3’3 

38 

237-5 

1727 

„ George II. 

52 

2-4 

- 2 

-3-7 

1756 

Seven Years’ War began . 

75 

2-8 

23 

44-2 

1763 

,, „ ended . 

139 

4'9 

64 

85 3 

1775 

American War began 

129 

4*5 

-10 

-7-2 

1784 

,, ,, ended 

250 

9-6 

121 

93-8 

1793 

French wars began 

239 

9*3 

- 11 

-44 

1815 

,, ,, ended 

841 

32-0 

602 

251-9 

1837 

Accession of Queen Victoria 

788 

29-0 

-73 

-8-5 

1854 

Crimean War began . 

802 

27-4 

14 

1-8 

1857 

,, ,, ended . 

837 

28-6 

35 

4-4 

1899 

Boer War began . 

635 

23-2 

-202 

-24-1 

1903 

,, ended . 

798 

27>0 

163 

25-7 

1910 

Accession of George V. 

762 

21-8 

-36 

-4-5 

1914 

(1) March 31 

706 

24-5 

-56 

-7-4 


(2) Great War begins (Aug.) 

708 

24-5 

2 

0-3 

1915 

March 31 ... . 

1162 

22-7 

454 

64-1 

1916 

,, .... 

2190 

60-2 

1028 

88-5 

1917 


4064 

127-3 

1874 

85-6 

1918 

,, .... 

5921 

189-9 

1857 

45-7 

1919 

, , ( G reat War ended 






November 1918) 

7481 

270-0 

1560 

26-3 

1920 

March 31 . 

7876 

332-0 

395 

5-3 

1921 

.... 

7623 

349-6 

-253 

-3-2 

1922 


7721 

332-3 

98 

1-3 

1923 

,, .... 

7813 

324-0 

92 

1-2 

1924 

.... 

7708 

347-3 

- 105 

-1-3 

1929 

.... 

7621 

369-0 

-87 

-M 

1930 

„ .... 

7596 

355-0 

-25 

-0'3 

1931 

„ .... 

7583 

360-0 

-13 

-0-2 

1934 

„ .... 

8030 

224-0 

447 

5-9 


The debt in 1688 consisted of temporary obligations for 
arrears due to the Army and for other demands connected with 
the Revolution. The litigation connected with the Goldsmiths’ 
claim for reimbursements of the amount seized from them by 
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Charles II. in 1672 was adjudicated at £664,263, and if this is 
added to the temporary obligations for arrears, £384,000, the 
figure was over one million sterling at the time of the Revolution.^ 
To the reign of Wilham III. the methods of public borrowing now 
in force may be mainly traced, although the National Debt was 
not formally constituted until the General Fund Act was passed 
in 1716.^ The influence of Dutch finance at this period was con- 
siderable on English finance. The Bank of England, founded in 
1694, gave better financial facilities than those of the Goldsmiths, 
and the temporary advances by the Bank at this period are the 
forerunner of the Ways and Means advances of the present day. 
The unfunded debt was in the form of tallies, Navy bills, and 
Exchequer bills. Tallies were of two kinds. They were wooden 
sticks given as receipts for money payments ^ or instruments of 
payment and operated as a modern cheque on a banker. In 1696 
Exchequer bills took the place of tallies and were issued in even 
denominations of £5 and £10. They were negotiable when 
endorsed and they carried interest. They were received by 
Government in payment of all taxes except the land tax, and when 
received could be re-issued. In 1707 they were accepted in 
payment for taxes or any obligation due to Government and 
exchanged for ready money on demand at the Bank of England. 
An allowance of 4-^- per cent per annum was made at the Bank 
of England for circulating the bills, and the Bank advised the 
Exchequer as to the amount of bills which should be placed on the 
market.^ 

The funded debt was, in the early period of its history, in the 
form of annuities and perpetual loans from the Bank of England, 
the Banlr of Ireland, the East India Company, and the South 
Sea Company, which advanced money in exchange for charter 
privileges. Reference has already been made to annuities which 
represent only periodical payments. The grant of a charter to a 
rival to the East India Company had as its consideration a loan 


^ The Goldsmiths made advances to the Crown in anticipation of the 
proceeds of certain taxes. 

^ Section 37 of the General Tund Act, 3 Geo. I. c. 7. 

^ See Part II., Public Income and Expenditure, 366 — ^I — 1869 (H.M. 
Treasury Return), App. 13, p. 339 ; cf. Anson, Laiv and Custom of the Constitu- 
tion, vol. ii. p. 310 (Oxford, 1892). 

^ Vide Accounts relatmg to the Public Income and Expeyiditure of Great Britain 
and Ireland, 366 — I — 1869, App. 13, p. 512. 
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to the State of £2,000,000 in 1698. The amalgamation of the 
two Companies in 1702 led to a further loan of £1,200,000. The 
South Sea Company exchanged its stock for the unfunded debt 
of Government and paid £500,000 in addition in return for trading 
rights. The attempted conversion of the whole of the debt into 
the Company’s stock and the bursting of the South Sea bubble 
are too well known to require elaboration. 

Lottery loans ^ were first raised in the seventeenth century. 
The first loan of this kind drawn under sanction of public authority 
was in the reign of James 1. for the expenses of the colonies in 
Virginia. From 1688 to 1755 lotteries were used to encourage 
contributions to Government loans. The Lottery Annuity Loans 
of Queen Anne’s reign (1710, 1711, 1712, 1713, and 1714) are good 
examples. In 1755 the first lottery was issued in aid of the 
revenue as a source of profit by allotting among contributors an 
amount of stock of less value than the total sum subscribed. 
From 1768 lotteries were a permanent source of revenue. All 
the loans contracted in the American War of Independence were 
connected with lotteries. In 1778, for example, in connexion 
with the loan of £6,000,000 there were 48,000 lottery tickets. 
Each subscriber of £1000 received an equivalent amount of 3 per 
cent stock and an annuity for 30 years of £2 : 10s. on each £100, 
which amounted to 5|- per cent for 30 years, together with the 
privilege of purchasing 8 lottery tickets for an additional pay- 
ment of £80. After 1784 the practice of attaching elaborate 
lottery schemes to loan flotations was discontinued, but until 
1823 a certain percentage of the annual requirements of the 
Exchequer was provided from the proceeds of the sale of lottery 
tickets. Between 1755 and 1826 lottery loans were resorted to 
no less than 55 times. The net income throughout the period 
from lotteries (apart from loan receipts) was £12,000,000. 


The Sinking Funds 

3. Prior to Sir Robert Walpole’s sinking fund in 1716 ^ there 
existed duties or taxes set aside for paying the service on particular 
loans, including the gradual repayment of the principal itself. 

^ Op. cit. App. 13, pp. 482-7. 

2 3 Geo. I. c. 17. Of. An Inquiry coiicerning the Else and Progress, the 
Redemption and Present State and the Mariagement of the National Debt, by 
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Such examples are the First General Mortgage Act passed in 1697, 
several similar Acts passed in the reign of Queen Anne, and the 
Aggregate Fund Act passed in 1715 in the reign of George I. The 
first sinking fund for the discharge of debt on a regular system 
dates from 1716. The credit of this belongs really to Sir Robert 
AValpole, but on his resignation it was completed by the adminis- 
tration of the Earl Stanhope. It was provided in the Act of 1716 
that the surplus of certain duties and funds “ shall be appropri- 
ated, reserved, and employed to and for discharging the principal 
and interest of such national debts and encumbrances as were 
incurred before the 25th December 1716, and are declared to be 
national debts, and are provided for by Act of Parliament, in such 
manner and form as shall be directed or appointed by any future 
Act or Acts of Parliament to be discharged therewith or out of the 
same, and to or for none other use, intent, or purpose whatsoever 
The legal rate of interest had been reduced two years previously 
from 6 to 5 per cent, and Government was able to obtain the 
same reduction on its loans, and the savings were applied in aid of 
the sinking fund which was formed for the purpose of discharg- 
ing debt by periodically setting aside sums to accumulate at 
interest. The annual receipts and issues on account of the 
sinking fund which are available from the earliest year of 
its creation show that the sinking fund was diverted from 
its purpose and other payments charged upon it. Previous to 
the period of the estabhshment of the Consolidated Fund in 
1786 the original character of the sinking fund entirely changed. 
It had become the principal fund from which the public expendi- 
ture was defrayed - 

In 1727 the rate of interest was reduced from 5 to 4 per cent 
and £400,000 was added to the sinking fund. In 1749 the rate 
on part of the debt was reduced to 3|- per cent for seven years and 
to 3 per cent thereafter. In 1750 the interest of the balance was 
reduced to 3|- per cent for five years and to 3 per cent thereafter. 
The operation of 1750 resulted in the saving of £600,000, which 
was utihsed for sinldng fund purposes. This system of a sinking 

Robert Hamilton (Edinburgh : Oliphant, Waugh & Innes, 1814) ; cf. Sinking 
Fund and Redemption of Public Debt (App. 13, p. 710, Of Accounts relating to 
the Public Income and Expenditure, 366 — I — 1869), Ricardo’s “ Essay on the 
Eunding System ” written for the Supplement to the sixth edition of the 
Encydopcedia Britannica and published in Ricardo’s Works by McCulloch 
(London : John Murray, 1852). 
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fund was useless, as will be seen from tbe fact that between 1717 
and 1788 most of tbe expenditure was absorbed, not in tLe repay- 
ment of debt, but in the payment of interest on debt and in 
ordinary expenditure. The total deficits in the annual Budgets 
were not far short of the whole sinking fund, and new debt almost 
equal in amount to the sinking fund was created. The following 
figures are of interest in this connexion : 

History of the English Sinking Funds (1717-1788) 




£ (millions). 

Receipts ...... 


201 

Expenditure : (1) Repayment of debt 

24 

1 

(2) Payment of interest on debt 

99 

r 

(3) Ordinary expenditure 

93 

1 


— 

216 

Excess of expenditure over receipts 


15 

Excess of expenditure over income (in annual Budgets) . 

185 

Amount of loans raised .... 


189 

Excess of loans over deficits 


4 


Thus the sinking fund was diverted to purposes other than what 
was originally intended and its inviolable application to debt 
redemption given up. ''On the whole writes Hamilton in his 
trenchant criticisms on the sinking fund, " this fund did little in 
time of peace, and nothing in time of war, to the discharge of the 
National Debt. The purpose of its inviolable application was 
abandoned, and the hopes entertained of its powerful efficacy 
entirely disappointed.” 

Even previous to the establishment of Pitt’s sinking fund the 
Commissioners of Public Accounts from 1782 to 1783 pressed on 
the Government the necessity of forming a plan for the reduction 
of the debt and the creation of a fund to be invariably applied 
under proper direction. " This Fund ”, they said, " must be the 
surplus of the annual income above the annual expenses of the 
State, to be obtained and increased by the extension and improve- 
ment of the sources of revenue and by a frugal administration 
of the produce.” Unfortunately this sound principle was not 
followed. The new sinking fund of 1786 ^ was established through 
1 26 Geo. III. c. 31. 
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the influence of Dr. Eichard Price, whose scheme for a sinking 
fund was put forward in his Treatise on Reversionary Annuities, 
published in 1771. Price proposed the formation of a permanent 
Commission acting under penalties, in such a manner as will 
take it out of the hands of the Treasury and form a check upon 
the House of Commons itself”. The object underlying Pitt’s 
fund was to set aside £1 million per annum or £250,000 
quarterly out of the old surplus duties which formed the previous 
fund. This million sterling was to be used for the purchase of 
stock, and the dividends thereon were to be accumulated at 
compound interest until the dividends on the purchased stocks 
and the £1 milLion originally invested amount to £4 millions. 
Thereafter the dividends on the £4 millions were not to be added 
to the sinking fund, but were to be utilised for the reduction of 
taxation or for any other purpose. In 1792 the principle of a 
true sinking fund was introduced by placing 1 per cent on all 
new loans issued for pubhc purposes, i.e. an annual provision was 
made for gradual redemption in addition to interest. It was 
thought that by this system every loan would be automatically 
wiped out in 45 years at the latest. In 1798, 1799, and 1800 no 
provision of 1 per cent for a sinking fund was attached to the 
loans of these years. In 1802 the two sinking funds of 1786 and 
1792 were combined, although the features of each were main- 
tained. In 1807 Lord Henry Petty, Chancellor of the Exchequer, 
put forward a complex scheme which was adopted in the arrange- 
ment of the loan for that year, but, as Hamilton points out, since 
the Ministry which planned the scheme did not continue long in 
office, it was never followed after the first year. Moreover, it was 
not understood on account of its complexity. In 1813 Mr. Van- 
sittart modified Pitt’s sinking fund in such a way that it was 
restored to the state in which the proposals of 1786 and 1792 
would have left it had no subsequent alteration taken place. Mr. 
Vansittart’s main object was the final discharge of the old debt 
of 1786 and a continuous policy of applying a sinking fund to all 
loans subsequently raised in order to secure their redemption 
within the maximum period of 45 years. In 1817 the sinking 
fund of Ireland was consolidated with that of Great Britain, and 
in 1819 the whole question of these funds was considered by a 
Committee of the House of Commons. The result was that a 
resolution was passed to set aside £5,000,000 per annum from 
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income for the purpose of discharging debt. This resolution, 
passed by the House of Commons on 8th June 1819, was to the 
effect “ that to provide for the exigencies of the public service, to 
make such progressive reduction of the National Debt as may 
adequately support public credit, and to afford to the country 
a prospect of future relief from a part of its present burdens, it 
is absolutely necessary that there should be a clear surplus of the 
income of the country above the expenditure of not less than 
£5,000,000 sterling Owing to a series of fictitious operations, 
one of which was borrowing from the sinking fund itself in order 
to show this surplus, the resolution was never actually carried 
out. In 1823 ^ an effort was made to reconstitute the sinking 
fund by providing £5,000,000 a year from the consolidated fund, 
but this was misused in the next few years for the conversion of 
debt. In 1827 Lord Grenville published privately an essay, of 
which only the first part was printed — “ An Essay on the 
Supposed Advantages of a Sinking Fund Lord Grenville 
enunciated three leading principles of a sinking fund : (1) its 
entire dependence on a surplus of revenue ; (2) the consequent 
uselessness of all borrowed sinking funds ; and (3) the impossi- 
bility of deriving benefit from a sinking fund operating in times 
of war or of otherwise deficient revenue. Two conditions, he 
believed, to be indispensable — the continued existence of a sur- 
plus and the appropriation of that surplus uninterruptedly to the 
reduction of debt. No sinking fund could be of any use except 
where the ordinary income of the State permanently exceeded its 
current expenditure, and no sinking fund can truly exist except 
in periods of peace 'h The way had been prepared by the remark- 
able book of Hamilton published in 1813, and by Ricardo’s 
Essay on the Funding System, 1821 ; and these, especially the 
former, more than Grenville’s essay, led to the recommenda- 
tions of the House of Commons Finance Committee of 1828, 
which restored the idea of the sinking fund to its original and 
proper ohject. It was then decided that the sinking fund can 
only depend on (1) a surplus of revenue, and (2) the regular 
investment of this sum to be applied to the reduction of debt. 
It was suggested that the Chancellor of the Exchequer should 
aim at obtaining an annual surplus of £3 millions a year for this 
purpose. Goulburn, in his Budget speech of 11th July 1828, 

1 4 Geo. IV. c. 19. 



890 


THE SCIENCE OF PUBLIC FINANCE 


BK. IV 


somewhat modified this proposal, and in 1829 a definite arrange- 
ment was arrived at by which one-fourth of the surplus of revenue 
in each year was to he issued to the National Debt Commissioners, 
who were empowered to buy Exchequer bills or a portion of 
funded or unfunded debt, whichever was advantageous. Eor 
about 40 years the principle of this arrangement was not interfered 
with, but the annual amount paid for the extinction of debt was 
far less than £3 millions, being slightly over one-third of that 
amount. From 1793 to 1829 it is interesting to note that there 
was only one year (1817) in which money was not raised by loan 
in order to aid the sinking fund. 

In 1866 the special Acts that were on the Statute Book 
relating to sinking funds were repealed, but a provision was 
retained under which a surplus of income over expenditure was 
applied to the extinction of debt. This provision still survives 
under the name of the '' Old Sinking Fund In 1875 the “ New 
Sinking Fund ’’ of Sir Stafford Northcote was formed. It was 
an elective sinking fund, which has generally been carried on by 
his successors. A fixed amount was, as we have seen, annually 
set aside for the entire service of debt. From this the balance 
after meeting interest charges, terminable annuities, management, 
and specific sinlving funds, was used as the New Sinking Fund.^ 
The New Sinking Fund cannot be used for paying ofi Ways and 
Means advances. It will be seen that these funds are not sinking 
funds in the strictest sense of the term, since they are not definite 
sums annually set apart for the extinction of debt within a fixed 
period. The margin for the purpose of redeeming debt would 
itself increase as the charge for the interest fell owing to the 
reduction in the debt. The amount of the fixed-debt charge was 
origmally fixed at £27,400,000 for 1875-76, £27,700,000 for 1876- 
1877, and £28,000,000 for every subsequent financial year. It 
was also provided that all perpetual or terminable annuities 
charged on the Consolidated Fund by any Act prior to 1875 
should be paid out of the permanent annual charge. This fixed- 
debt charge was altered in the Finance Act of the year from time 
to time, as, for example, in 1887-88 it was reduced to £26 milhons, 
in 1889-90 to £25 millions, and in 1899-1900 to £23 millions. In 
the pre-War year (1913-14), when it stood at £24|- millions, the 

^ Life, Letters, and Diaries of Sir Stafford Northcote, first Earl of Iddesleigh, 
by Andrew Lang, 2 vols., 1890. 
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New Sinking Fund was £5^228,000, or about 0*8 -per cent of tke 
total debt, ilfter the principal of terminable annuities is added 
(£2,377,880), the total issue for debt redemption in that year was 
£7,605,880 or 1-15 per cent. From the outbreak of the War the 
New Sinking Fund was suspended, with the exception of £1 million 
applied to the redemption of drawn Exchequer Bonds. In 1922- 
1923 it was suspended as a temporary measure, but in the follow- 
ing year by the Finance Act of 1923 the fixed-debt charge of 1875 
was repealed and a definite annual provision which w^ould bring 
the debt within the fixed-debt charge was set up. A definite sum 
of £40 millions was provided for 1923-24, £45 millions for 1924-25, 
and £50 millions for subsequent years. The following table shows 
the National Debt charges, including the sinking fund, from 1923- 
1924, when the fixed-charge arrangement of 1875 was repealed : 


The New Sinking Fund, Interest, and other Payments 

CONNECTED WITH THE NATIONAL DeBT SERVICE 



1928-24 

1928-29 

1 939 - 3 ! . 

1931-32 

1932 - 33 . 

Interest on debt funded and 

258 4 

255-S 

251-7 

252-9 

253-9 

unfunded 






Interest on terminable 

04 

04 

0-4 

0-4 

0-4 

annuities 






Interest on Treasury bills . 

17 4 

26-2 

12 5 

20-7 

5-9 

Interest to U S.A. Govern- 

29 6 

27-7 

27-3 

13-6 

19 9 

ment Loan 






Management and expenses 

1-5 

1-4 

1-3 

1-9 

2-1 

Sinking fund 

40-0 

57-5 

66-8 

32-5 

26-3 

Total . 

347-3 

1 369-0 

360-0 

322 0 

308-5 


It should be noted that during the War certain specific sinking 
funds were attached to loans such as the 34 per cent Conversion 
Loan, the 4 per cent Victory Bonds, and the 4 per cent Funding 
Loan 1960-90. In regard to the 34 per cent Conversion Loan, 
the Treasury must issue from the Consolidated Fund after the 
close of each half-year when the loan is below 90 per cent a sum 
equal to not less than 1 per cent of the amount of the loan out- 
standing at the close of that half-year, to be applied in the pur- 
chase of Conversion Loan for cancellation. Under the 4 per cent 
Victory Bonds and the 4 per cent Funding Loan 1960-90 the 
Treasury must set aside at the close of each half-year a sum equal 
to 2J per cent on the nominal amount of these Bonds and Loans 
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created under tLe prospectuses of 12th June 1919 (£768,640,000), 
and after deducting therefrom the amount required for the pay- 
ment of interest on those securities for the half-year, it must issue 
to the National Debt Commissioners the balance to be applied by 
them to sinking fund purposes in accordance with the prospectuses. 
In the case of Victory Bonds the sinking fund is applied to annual 
drawings at par. In the case of the Funding Loan it is applied to 
purchase and cancellation when the loan is below par, but the 
amount may be invested if the price is above par. Under the 
terms of issue of the 4 per cent Victory Bonds which were issued 
at 85, these are accepted at par in payment of Death Duties. War 
Loan can also be tendered for this purpose and purchased and held 
by the National Debt Commissioners from the Inland Eevenue 
Commissioners until drawn. These additional provisions have 
operated in much the same way as a sinking fund. The payments 
to the sinlcing fund and on terminal annuities for ten years from 
1923-24 approximate to 0-64 per cent of the total debt outstanding 
on the last day of March 1933. An examination of the receipts of 
the British sinking funds from the end of the eighteenth century 
up to the first quarter of the nineteenth century (1828) shows that 

(1) half the actual receipts of the fund were raised by loans ; 

(2) further debt was being incurred while the fund was accumu- 
lating ; and (3) debt was incurred at a higher rate of interest to 
pay oE debt at a lower rate, as loans raised at the beginning of the 
nineteenth century carried interest at £5 : 0 : 6, whereas previous 
loans carried only £4 : 10s. per cent. This difference of per cent 
on £330 millions was equivalent to £1-|- millions a year. In short, 
debt was incurred at a higher rate of interest to pay off debt at a 
lower rate, which is unsound finance, and this deserves the well- 
merited rebuke of McCulloch, who speaks of this British sinking 
fund as this worthless compound of delusion and absurdity 

Hamilton’s Maxims of Finance 

4, The absurdities of the sinking fund are not so clear to the 
reader of the financial history of the early part of the nineteenth 
century, including the parliamentary debates, as is sometimes 
imagined. Even during the War claims were put forward in 
some countries to pay off debt borrowed at a lower rate of interest 
from loans at a higher rate, which contained some of the fallacies 
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appertaining to the sinking fund. It was left to an Aberdeen 
Professor of Matkematics who wrote on public debt to show 
clearly the true principles to be followed in public financed 
Hamilton enunciated 12 maxims, which are as follows : 

'' (1) The annual income of a nation consists of the united 
produce of its agriculture, manufactures, and commerce. This 
income is the source from which the inhabitants derive the 
necessaries and comforts of life ; distributed, according to their 
stations, in various proportions ; and from which the public 
revenue, necessary for internal administration, or for war, is 
raised. 

(2) The portion of national income which can be appropri- 
ated to public purposes, and the possible amount of taxation, 
are limited ; and we are already far advanced to the utmost 
limit. 

(3) The amount of the revenue raised in time of peace ought 
to be greater than the expense of a peace establishment, and 
the overplus applied for the discharge of debts contracted in 
former wars, or reserved as a resource for the expense of future 
wars. 

“ (4) In time of war, taxes may be raised to a greater 
height than can be easily borne in peaceable times ; and the 
amount of the additional taxes, together with the surplus of 
the peace establishment, applied for defraying the expenses of 
the War. 

“ (5) The expense of modern wars has been generally so great 
that the revenue raised within the year is insufficient to defray it. 
Hence the necessity of having recourse to the system of funding, 
or anticipation. The sum required to complete the public ex- 
penditure is borrowed on such terms as it can be procured for ; 
and taxes are imposed for the payment of the interest ; or 
perhaps to a greater extent, with a view to the gradual extinction 
of the principal. 

“ (6) In every year of war wdaere this system is adopted, the 
amount of the public debt is increased, and the total increase of 

1 Hamilton, op. ciL, especially Part III, p. 129, “ Examination of Plans for 
the Redemption of the National Debt and other Einancial Operations ”, The 
Commissioners of Public Accounts 1782-83 enunciated the doctrine before 
Hamilton, Gallatin two decades earlier in the United States enunciated this 
principle in his published criticism of the American Sinking Fund which 
Alexander Hamilton had initiated in imitation of Pitt’s. 
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debt during a war dej^ends upon its duration, and the annual 
excess of the expenditure above the revenue. 

“ (7) In every year of peace, the excess of the revenue above 
the expenditure ought to be applied to the discharge of the 
national debt ; and the amount discharged during any period of 
peace depends upon the length of its continuance and the 
amount of the annual surplus. 

'' (8) If the periods of war compared with those of peace, and 
the annual excess of the war expenditure compared with the 
annual savings during the peace establishment, be so related, that 
more debt is contracted in every war than is discharged in the 
succeeding peace, the consequence is a perpetual increase of the 
debt ; and the ultimate consequence must be its amount to a 
magnitude which the nation is unable to bear. 

(9) The only effectual remedies to this danger are the 
extension of the relative length of the periods of peace ; frugahty 
in the peace establishment ; lessening of the war expenses ; 
and increase of taxes, whether permanent, or levied during 
war. 

'' (10) If the three former of these remedies be impracti- 
cable, the last affords our only resource. By increasing the war 
taxes, the sum required to be raised by loan is lessened. By in- 
creasing the taxes in time of peace, the sum applicable to the dis- 
charge of debt is increased. These measures may be followed to 
such an extent, that the savings in time of peace may be brought 
to an equahty with the surplus expenditure in time of war, even 
on the supposition that the periods of their relative duration shall 
be the same for centuries to come that they have been for a century 
past. 

'' (11) When taxation is carried to the extent mentioned 
above, the affairs of the nation will go on, under the pressure of 
existing burdens, but without a continual accumulation of debt, 
which would terminate in bankruptcy. So long as taxation is 
below that standard, accumulation of debt advances, and it 
becomes more difficult to raise taxation to the proper height. If 
it should ever be carried beyond that standard, a gradual dis- 
charge of the existing burdens will be obtained, and these conse- 
quences will take place in the exact degree in which taxation falls 
short of, or exceeds, the standard of average expenditure. 

(12) The excess of revenue above expenditure is the only real 
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sinking fund by wliicli the public debt can be discharged. The in- 
crease of the revenue, or the diminution of expense, is the only 
means by which this sinking fund can be enlarged, and its opera- 
tions rendered more effectual ; and all schemes for discharging 
the national debt, by sinking funds operating by compound 
interest, or in any other manner, unless so far as they are founded 
upon this principle, are illusory.” ^ 

The last of these is the most important, but all the proposi- 
tions are incontrovertible except that the first would be slightly 
modified to include services, and the last clause of the third, viz. 
on hoards, is not now adopted by financiers. Hamilton was the 
first to point out in the clearest possible way the fallacy under- 
lying Pitt’s sinking fund. Undoubtedly Price’s idea that the old 
sinking fund was accumulating at compound interest and paying 
off debt by its own unaided force was to some extent correct. If, 
as we have seen, the fund has been invested abroad and the interest 
received also invested abroad, a large annual sum would have been 
in reality bearing compound interest and paying off national debt. 
In the words of Hamilton : '' When Dr. Price says that a debt of 
£258 millions might be discharged in 86 years, at no greater 
expense than an amiual saving of £200,000, he overlooks the taxes 
imposed year after year, for the payment of interest ; a great part 
of which would not have been needed, if that annual sum had not 
been separated from the public revenue. . . . The Doctor’s plan 
for discharging the national debt by borrowing money at simple 
interest, in order to improve it at compound interest, is, we 
apprehend, completely delusive. He admits the absurdity of 
such a measure in private life, and its absurdity in national finance 
is exactly the same.” ^ 

Conversions 

5. The first measure of conversion in the British debt belongs 
to Y'alpole, although carried out by Stanhope, his successor as 
Chancellor of the Exchequer, in 1717. In 1714 the legal rate 
of interest for private transactions, which had been fixed at 
6 per cent in the year of Restoration, was reduced to 5 per cent,^ 
but the greater portion of the National Debt still carried interest 
at 6 per cent. Borrowing at lower rates was not considered 

^ Hamilton, National Debt, pp. 7-Xl. 

2 Ibid., pp. 139 and 141. ^ Act 12 Anne, Kstat, 2, c. IG. 
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passible, owing to tbe doubtful security of tbe throne on account 
of Jacobite tendencies, and the irregularity in the payment of 
debt. Walpole saw, however, that material advantages could 
be gained by conversion, and with the reduction of interest 
from 6 to 5 per cent a rise in the price of Stocks took place. 
The savings thus effected amounted to £329,000. A similar 
opportunity of effecting a conversion was considered in 1737, 
but was not supported by Walpole, who did not wish to alienate 
his capitalist supporters. Previous to this, much of the 5 per 
cent debt had been reduced to 4 per cent through the assistance 
of the Bank of England and the South Sea Company. Some 
amounts had been borrowed even at 3 per cent. In 1749,^ 
when Pelham became Chancellor of the Exchequer, the holders 
of 4 per cent securities amounting to nearly £58 millions were 
given the option of interest at 4 per cent for one year, followed 
by 34 per cent for seven years (during which no reduction would 
take place), with a further reduction to 3 per cent after this 
period. Holders of Stock were given three months to make up 
their minds. At the end of this period £54 millions of the 
4 per cents were converted, i.e. £39 millions. An additional 
three months were granted to holders of non-converted 4 per 
cents, ^ which brought in an additional £15-| millions. The 
remaining £3^ millions were redeemed at par by a new loan. 
This conversion of 1749 yielded an immediate saving of £272,000, 
increasing to £544,000 in seven years. In 1818 Mr. Vansittart 
converted £27 millions of Stock from 3 into 34 per cent in order 
to obtain from the holders an advance of £3 milhons without 
adding to the capital of the debt. This form of conversion is 
exceedingly rare. In 1822 he converted Stock offering £105, 
bearing interest at 4 per cent, in exchange for £100 of 5 per cent 
Stock. Holders of nearly £150 milhons accepted, leaving less 
than £3 millions of the Stock to be paid off, and the annual 
saving was £1,197,000. The new 4 per cent Stock was made 
irredeemable for seven years. ^ There were other 4 per cent 
Stocks amounting to £76 millions, which were not secured against 

1 Act 23 Geo. II. c. I. 

^ Act 23 Geo. II. c. 22. Under the latter Act three months more were 
allowed to the stockholders who did not convert under the previous Act, but 
the terms were somewhat different. The period of 3|- per cent interest was in 
their case to last for five and not seven years. 

3 Act 3 Geo. IV. c. 9. 
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redemption, and in 1824 ^ a convenient opportunity was found 
to offer the holders of Stock in exchange 3-| per cent Stock 
irredeemable for five years. The offer was accepted as regards 
£70 millions and the remaining £6 millions were paid oE, the 
annual saving being £381,000. In 1830 the guarantee given to 
the 4 per cent Stock of 1822 had expired, and the Stock stood 
at 1024. Mr. Goulburn decided to offer in exchange for each 
£100 of Stock either £100 of 3-1 per cent Stock irredeemable for 
ten years, or £70 of a 5 per cent Stock irredeemable for forty- 
two years, both these options being approximately of the same 
value. “ Over £150 millions of Stock was converted almost 
entirely into 3|- per cent Stock. The balance of less than 
£3 millions was paid off and an annual saving of £754,000 was 
effected. In 1844 Mr. Goulburn again converted £249 milhons 
of Stock. At this period the funded debt consisted almost 
entirely of 3 and 3| per cents, with a small amount of 5 per 
cent Stock created in connexion with the conversion of 1830. 
The holders of the 3 per cents were offered in exchange a new 
Stock bearing interest at 3 ^ per cent for ten years, and 3 per 
cent for the following twenty years.^ Only £103,000 had to be 
paid off at par. The annual saving in interest was £622,000 
for ten years, and double that amount for subsequent years. 
In 1853 Mr. Gladstone attempted to extinguish a small group of 
3 per cents amounting to £9-| millions, which were outside the 
main 3 per cents. ^ The option of exchanging £100 Stock for 
either £82 : 10s. of 34 per cent Stock guaranteed for forty years, 
or £110 at 24 per cent Stock guaranteed for the same period, or 
for Exchequer Bonds at par, did not prove successful. Only 
£14 millions were converted, and the remaining £8 millions had 
to be paid off at par, with some loss of capital, as the current 
market price of the 3 per cents was less than par. This failure 
was due to the disturbing effects of approaching war in the 
Crimea. This conversion forms the nucleus of the 24 per cent 
Stocks of subsequent years. In 1884 Mr. Childers made an 
unsuccessful attempt to convert 3 per cents amounting to £600 
millions into 2| and 24 per cents, both irredeemable for twenty- 
one years. ^ Only £22 millions were thus converted, and even 

1 Act 5 Geo. IV. c. 24. 2 2 Geo. IV. c. 13. 

’ Acts 7 & 8 Viet. cc. 4 and 5. * Act 16 Viot. c. 23. 

® Act 47 & 48 Viot. c. 23. 
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of this one-half was held by Government authorities. Goschen, 
in 1888, seized the golden opportunity for a great scheme of 
conversion as evidenced by the prevailing market conditions. 
He offered to holders of 3 per cent Stocks, which amounted to 
£558 miUions, an exchange at par into a new Stock bearing 
interest at the rate of 3 per cent for the first year, 2| per cent 
for the next fourteen years, and 2-|- per cent for twenty years 
thereafter, ^.c. until 1923, when the Stock was bo be redeemable 
at the option of Government. Holders of the new 3 per cents 
ha,d to accept this conversion or accept being paid off at par, 
as they were not entitled to notice. It was made optional to 
holders of the other Stocks, and a bonus of 5s. per cent was 
offered to them to forgo their right of notice.^ The conversion 
of the Consols and the reduction to 3 per cent were facilitated 
by a commission paid to stockbrokers, bankers, agents, and 
solicitors. The brokerage, however, was small in comparison 
with the Stocks presented, namely £234,000, representing Stocks 
to the amount of over £312,000,000. The terms of Goschen’s 
redemption scheme were accepted by all holders of the new 
3 per cents and by the great majority of the holders of Consols 
and reduced 3 per cents, the amount left outstanding being only 
£42 millions. An Act was passed providing for the redemption 
or conversion of the outstanding Stock at the expiry of the 
statutory notice. All the funds required for further operations 
were raised by Treasury Bills and Exchequer Bonds, by tem- 
porary advances, and by the creation of an additional half-million 
of the new Stock. In the end it was necessary to pay off only 
£19 milhons. The final result of the whole conversion was an 
annual saving in interest of £1,412,000, which increased to twice 
that amount after fourteen years. The operation resulted in a 
considerable saving and its simplicity had much to do with its 
success. 

Conversions since the War are of much interest because 
Government borrowings were on an altogether unprecedented 
scale. Bates of interest during the War years were rising, and 
this necessitated the floating of debt which was definitely redeem- 
able within a comparatively short time. It required also in the 
later stages of the War the giving of safeguards against deprecia- 
tion in order to attract the large sums which were essential. With 
^ Act 51 Viet. c. 2. 
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rare exceptions and excluding the 4 per cent and the 5 per cent 
War Loans, the whole of the British internal debt floated during 
the War was borrowed on terms which required it to be repaid or 
converted by 1929 at latest. Conversions were either on account 
of options given in the past in prospectuses of the original loans 
as an additional incentive to subscribe or in response to new 
offers. Under an option given to subscribers to that issue in 
1915, about £255 millions 24 per cent Consols, £137,470,000 34 
per cent War Loan 1925-28, £8 millions 2 ^ per cent Annuities, 
and £1 million 2f per cent Annuities were converted into 44 per 
cent War Loan 1925-45. In 1917, when the 5 per cent A¥ar 
Loan 1929-47 and the 4 per cent AVar Loan 1929-47 were issued, 
an option was given to holders of 4|- per cent War Loan 1925-45, 
5 per cent Exchequer Bonds 1919, 1920, and 1921, and 6 per cent 
Exchequer Bonds 1920. In 1919 an opportunity to convert into 
4 per cent Funding Loan 1960-90 and 4 per cent A^ictory Bonds 
was given to holders of 44 per cent War Loan 1925-45, 5 per 
cent Exchequer Bonds 1919, 1920, 1921, and 1922, 6 per cent 
Exchequer Bonds 1920, 4 per cent National War Bonds (first, 
second, and third series), and 5 per cent National AYar Bonds. 
This resulted in £120,617,000 being converted into Funding Loan 
and £72,203,000 into Victory Bonds. Further examples of the 
improvement in the debt position in the post- War decade could 
be multiplied. 

The capital of the debt was of secondary importance to the 
rearrangement of maturing debts and to the lightening of the 
annual burden of interest. Between 1st April 1920 and 1st 
March 1926, £1583 millions of debts were cancelled and £1867 
millions of debts were set up with an increase of £284 millions, 
but there was a decrease in annual interest of £1,191,000. It 
may be said that the whole policy since the War has been to 
convert short-dated into long-dated loans, and by 1934 Govern- 
ment credit had been put on a 3 per cent basis largely owing to 
confidence resulting from Budget equilibrium. In 1924-25 the 
interest on the National Debt amounted to £312,100,000, and ten 
years later (1933-34) this had fallen to £215,155,000. There was 
thus a fall in the annual interest of less than £96,945,000. Money 
rates also have fallen because the opportunity for using money 
remuneratively was greatly reduced by the contraction of inter- 
national finance and trade. Following the trade depression of 
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1931, cheap money, it goes without saying, was the monetary 
expression of an economic condition which was in itself un- 
desirable. It was an indication not of prosperity but of industrial 
depression, since it was due less to abundance of supply than to 
inadequacy of demand. The great change which has taken place 
in the maturities of the National Debt in the last decade may be 
seen from the fact that the bulk of the internal debt is now lonsf- 

o 

term debt, and thus in such a form as to give no cause for anxiety 
to the Treasury. The successful conversion of £2,086,977,258 
of 5 per cent War Loan to 3 per cent War Loan in 1932 
has already been referred to in the previous chapter on the 
principles of conversion. Its success may be seen from the 
following table : 


Date of Conversion. 

Amount of Loan. 

Dissentients 

Per cent of 
Dissentients. 

1822 : Navy’s o’s . 

£ 

149,627,876 

£ 

2,794,276 

1-9 

1824: : Old 4’s . 

76,248,180 

6,149,245 

8-0 

1830 : New 4’s 

150,790,176 

2,880,915 

1-9 

1844 : SVs 

248,757,311 

103,352 


1888 ; Consol 3’s 

557,993,508 

42,000,000 

7-5* 

1932 : 5% War Loan 

2,086,977,258 

165,000,000 

7-9 


* Finally, £19 millions or 3 4 per cent only had to be paid off. 


The central feature of British finance since 1930-31 has been the 
very large savings in interest on debt which amounted in 1934-35 
to over £80 millions a year as compared with 1930-31, and to over 
£100 millions as compared with ten years ago. The following 
table illustrates this fact : 


The Cost of Interest and Management of the National Debt 



£ 


£ 

1925-26 

. 308,200,000 

1930-31 

. 293,100,000 

1926-27 

. 318,500,000 

1931-32 

. 289,400,000 

1927-28 

. 313,700,000 

1932-33 

. 265,900,000 

1928-29 

. 311,400,000 

1933-34 

. 212,900,000 

1929-30 

. 307,200,000 

1934-35 

. 211,600,000 


War-time Finance 



6. The distribution of the debt in the pre-W'ar and post- 
war periods is seen in the following table : 
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Beitish National Debt (in £ millions) 



Before the 
War, 

31st March 
1914. 

At the End 
of the War, 
31st Marcli 
1919, 

On 

31st March 
1933. 

Funded Debt 

587 

318 

3376^ 

2-V per cent Conversion Loan . 



5 

3 per cent Conversion Loan 



302 

4d per cent Conversion Loan . 



375 

5 per cent Conversion Loan 



323 

Terminable Annuities 

30 

21 

12 

31 per cent Conversion Loan . 



t 

31 per cent War Stock 


63 

t 

41 per cent IVar Stock 


14 

t 

4 and 5 per cent War Stock 


2068 

t 

National War Bonds .... 


1636 

t 

4 per cent Funding Loan (1960-90) 



368 

4 per cent Victory Bonds . 



330 

Treasury Bonds 



416 

Exchequer Bonds .... 

20 

384 


Savings Certificates .... 


227 

388 

Other debt (including American debt) 


1241 

1061 

American Loan (Anglo-French) 


51 


Treasury Bills 

13 

957 

776 

Temporary advances .... 


455 

35 

Total 

050 

7435 

7768 

Other capital liabilities 

56 

46 

216 


* The Statistical Abstract for the United Kingdom ((’md. 4489, 1034) for the first time 
included these as funded debt, 
t Converted. 


The War was financed by means of 25 votes of credit spread 
over the following years : 


Year. 

Vote.A 

Amount 
(£ millions). 

1914-15 

3 

362 

1915-10 

6 

1420 

1916-17 

7 

2010 

1917-18 

6 

3050 

1918 (April to November) 

3 

1900 


25 

8742 


The average daily expenditure during the War was millions 
in 1914-15, £3| millions in 1915-16, £65 millions in 1916-17, and 
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£7 millions in 1917-18. The percentage of loans to revenue for 
the year ended 31st March 1915 and the subsequent five years 
was as follows : 

WaFv Finance 


Year ended 

31st March. 

Percentage of Ueceipts from 

Loans. 

Revenue. 

1915 

64 

36 

1916 

78 

22 

1917 

74 

26 

1918 

74 

26 

1919 

65 

35 

1920 

19 

81 


The aggregate figures for the British financing of the War from 
1st August 1914 to 16th November 1918, five days after the 
Armistice, were approximately £8662 millions, of which loans were 
£6442 and the yield of revenue £2220. Receipts from revenue 
were, therefore, 25 per cent of the total on an average. It is 
interesting to compare this with the total Australian war 
expenditure for the seven years ending 30th June 1922, which 
was £477 millions, of which £135 millions were charged against 
revenue (28 per cent) and £342 millions (72 per cent) against 
loans. 

In the tables above external debt is included with the internal 
debt in the total figures. The external debt amounted on 31st 
March 1934 to £1036*5 millions at par of exchange, of which the 
U.S.A. Government Loan was £897*5 millions, loans from Allied 
Governments £134*9 millions, and the remainder, 54 per cent 
twenty-year Bonds 1937, £4*1 millions. The internal debt at 
the same date amounted to £6908*6 millions, of which £1920 
millions were in 34 per cent War Loan, £742 millions in 34 per 
cent Conversion Loan, £400*9 millions in 4 per cent Consolidated 
Loan, £299*7 millions in Consols, and £12 millions in Terminable 
Annuities Loan. The unfunded debt includes 4|- per cent Con- 
version Loan 1940-44, £375*4 millions, 5 per cent Conversion 
Loan 1944-64, £323 millions, 3 per cent Conversion Loan 1948- 
1953, £301*8 millions, 24 per cent Conversion Loan 1944-49, 
£206*5 millions, 4 per cent Funding Loan 1960-90, £364*4 millions, 
and 4 per cent Victory Bonds, £326*7 millions. The remainder 
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of the unfunded debt was in Treasury Bonds (£384 millions), 
National Savings Certificates (£389 millions), Treasury Bills 
(£799*8 millions), and Ways and Means Advances (£44*9 millions). 
The figure of floating debt is still high, and is in part due to the 
fact that the Exchange Equalisation Fund was financed from 
this source. The total amount of the gross liabilities and the 
assets of the State on 3Ist March 1934 were (in millions of £) as 
follows : funded debt, £3374*3 ; estimated capital liability of 
terminable annuities, £12 ; and unfunded debt, £4558*8 ; a total 
of £7945*2 millions less Bonds tendered for Death Duties £122*9 
millions, or £7822*3 millions. To this total other capital liabilities 
arising out of telegraphs, Unemployment Insurance Acts 1920-31, 
etc., account for £208*1 millions ; or a gross total of £8030*4 
millions. The assets include Suez Canal shares which were 
valued at £88*7 millions, and other assets ” including advances 
from votes of credits to Dominions, Allied Powers, etc., and other 
War assets amounting to £529*5 millions, or a total of £618*2 
millions, to which the Exchequer balances at the Bank of England 
and Ireland (£2*6 millions) may be added. The amount of loans 
remaining unpaid to Great Britain on 31st March 1934 was 
£2297*1 millions ; Colonies, £113*8 millions ; Relief Loans, £29*9 
millions ; and other debts, £4*7 millions — or a total of £2445*5 
millions. 

There are one or two features regarding the loans raised 
during the War which require special notice. In the first place, for 
the first time in history Great Britain was compelled to borrow 
large sums abroad. The first foreign loan was issued in New 
York in 1915. The loan was a 5 per cent five-year loan for $500 
millions. The loan was repaid on maturity on 15th October 
1920 and strengthened American confidence in British credit. 
Subsequently the British Government issued its own loans in 
New York, collateral security being provided in the form of 
dollar bonds which the British Government paid or borrowed 
from its own nationals under the Dollar Security Mobilisation 
Scheme. Credits were also raised through agents of the British 
Treasury in New York in 1917. After the entry of the United 
States into the War the British Government borrowed funds 
from the United States Government direct. Loans were also 
raised in Argentina, Uruguay, Chile, Spain, Switzerland, Holland, 
and Sweden, but these were rapidly repaid, the outstanding debt 
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British War Loans 


Issue. 

Date of Issue. 

Price of Issue. 

Cash 1 

Beceipts 
only, 
i.e paid 
into Bank of 
England on 
Government 
Account. 

(£ millions) 

1. 3iV% Loan 1925- 
“1928 . 

1914, Nov. 17-24 

95% 

332 

2. 3% Exchequer 
Bonds 1920 . 

1915, March 5-10 

£95 18 1 

48 

3. War Loan 

“l925~45 . 

1915, June 21-July 10 

(tender average) 

Par 

592 

4, 5% Exchequer 
Bonds 1920 . 

1915-16, December 

Par 

238 

5. 5% Exchequer 
Bonds 1919 . 

17- June 1 

1916, June 2-Sept. 27 

Par 

34 

6. 5% Exchequer 
Bonds 1921 . 

„ June 2-Oct. 2 

Par 

62 

7. 6% Exchequer 
Bonds 1920 . 

„ Oct. 2-Dec. 30 

Par 

161 

8. 0 % War Loan 
1929-47 

1917, Jan. 11-Feb. 16 

95% 

] 

9. 4% War Loan 
1920-42 

„ Jan. 11-Feb. 16 

Par 

V 941 

10. 5% Exchequer 
Bonds 1922 . 

„ Apr. 13-Sept. 22 

Par 

82 

National War Bonds : 

11. 1st series . 

1918, Oct. 1, 1917- 

Par 

616 

12. 2nd series 

March 31 

1918, Apr. 1-Sept. 30 

5% War Bonds Par 


13. 3rd series . 

1919, Oct. 1, 1918- 

4% April- 1-22 Par 
Apr. 23-Sept. 30, 
1011% 

5% Bonds Par 

1 483 

1 494 


Jan. 18 

4% Bonds 101i% 


14. 4th series . 

1919, Feb. 1-May 31 

5% Bonds Par 


15. 4% Funding 

Loan 

„ June 12- July 12 

4% Bonds 101% 

80% 

j 

215 

16. 4% Victory 

Bonds 

„ June 12-July 12 

85% 

2l7 


Note — The amount of issue in each case was unlinuted except in the case of Nos. 1 
and % which were limited to £350 and £50 millions respectively. 
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being the War debt to America. Another characteristic of 
this period, as will be seen from the table on the previous page, 
is that Consols gave way to the 5 ]3er cent War Loan issued 
at the beginning of 1917. The cash subscriptions to the 5 per 
cent War Loan of 1917 amounted to £966 millions, and conversions 
of the earlier 4J- per cent loan and Exchequer Bonds amounted to 
£1104 millions, making a total of £2070 millions, which at the 
time of its conversion m 1932 amounted to £2087 millions. A 
third characteristic was the principle adopted in 1915 of “ con- 
tinuous borrowing ”, when 5 per cent Exchequer Bonds were 
placed on sale. The fourth of this series of Exchequer Bonds, 
the 6 per cents, were closed at the end of December 1916 in order 
not to stand in the way of the 5 per cent War Loan, the biggest 
loan floated during the War in Great Britain. As early as April 
1915 Treasury Bills in unlimited quantities were placed continu- 
ously on sale at fixed rates to all comers (2| per cent for three 
months, 3| per cent for six months, and 3| per cent for longer 
maturities). A fourth characteristic was that there was the 
system of tax compounding in the 4 per cent loan which was 
introduced along with the 5 per cent loan of 1917 in order to 
meet the investor who demanded exemption from income tax. 
In the 5 per cent War Loan, the National War Bonds, and the 
Funding Loan a departure from the collection of income tax at 
source occurred, the investor being paid the whole dividend with- 
out any deduction. Interest on the 4 per cent loan was reduced 
to a figure which allowed for the compounding of income tax at 
the maximum rate prevailing. The interest on the loan was not 
exempt from super-tax, and for calculation purposes it was 
assumed that the 4 per cent interest was the net income after the 
deduction of income tax at the full normal rate of income tax 
then prevailing — 5 shillings in the £. 

Lastly, the floating of debt (which consists of very short 
obligations such as Treasury Bills which range usually from 3 to 
6 months’ duration and Bank of England loans) was high during 
and after the War. The average from March 1919 was £447 
millions for advances and £958-9 millions for Treasuries. By 
March 1932 advances from the Bank of England were £1*8 
millions, advances from Government departments £31*9 millions, 
and Treasury Bills £580*2 millions. The floating debt on account 
of its short-dated character is held mainly by banks and not by 
VOL. II 2 c 
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investors. When outstanding in large amounts it becomes a very 
important factor in determining the value of money, and it tends 
to weaken the power of the Bank of England to control local 
money conditions. When floating debt takes the form of direct 
borrowing from the Bank of England, actual inflation is caused. 
The maximum period of inflation in Great Britain coincided with 
the creation of Treasury Bills of over £1200 millions with large 
borrowings from the Bank of England on Ways and Means 
advances. In the postAVar period, therefore, the first step in 
bringing the National Debt under control was steadily to reduce 
the volume of the floating debt. 



CHAPTEE XXXVII 


THE PUBLIC DEBT IN OTHER COUNTRIES 

In this chapter it is proposed to illustrate from the history of debt 
in certain countries several principles of public debt. In the 
United States debt redemption and conversion have been on a 
scale unknown in other countries, and it is important to study the 
history of the American public debt from this and other points of 
view. In France the troubles connected with a large floating 
debt can be illustrated perhaps better from the history of its debt 
than in the case of any other country of importance. In Germany 
the effects of inflation on the burden of debt are noticeable. The 
public debt of Japan is of special importance in recent years, since 
much criticism has been directed against the policy of resorting 
to large internal loans to balance the budget. The accretions to 
public debt on a scale for this purpose merit study, since the policy 
underlying this is the very reverse from what obtains in, for 
example, another country in Asia — India. In India the Olad- 
stonian principles followed for nearly a century require emphasis, 
as showing the advantages which accrue from a self-supporting 
debt which has been administered on what may be termed the 
old-fashioned principles of sound finance. In India and in 
Australia the principles underlying borrowing in a federal State 
are also important. 

United States of America 

1 . When Alexander Hamilton was appointed by W ashington 
in 1789 as the first Secretary of the United States Treasury 
he was confronted with the problem of the National Debt. In 
his Eeport on Public Credit submitted on 9th JanuaTy 1790 ^ 

^ Public Credit, 9th January 1700 ; Public Credit, 16th January 1795. Theso 
two important reports rank with three others ecpially woU known : National 
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he insisted that the foreign debt, amounting to 811,710,000, 
must be paid m full,- as it had been contracted under certain clear 
conditions. Secondly, the domestic debt, the principal of which 
was §27,383,000 with accrued mterest at §13,030,000, must, not- 
withstanding the variety of the contracts underlying these 
obligations, also be paid in full without discrimination against 
speculative buyers of depreciated securities. In the third place, 
the State debts, which totalled §18,271,786, he said, the federal 
authority must assume on the theory that it would contribute to 
a more considered arrangement of national finances, and at the 
same time it would certainly contribute to national unity. The 
Funding Act, vrhich provided for three loans to take up these 
different classes of indebtedness, wms passed on dth August 1790 
and at once stabilised the finances of the country. The principles 
which Alexander Hamilton stood for are as important to-day and 
as beneficial as they were in the year in w’hich the Funding Act 
was passed. To carry out these principles he had to meet 
with stubborn anti-Federalist opposition. He stood for federal 
stability, and thought in terms of Federal authority as did Madison 
of State authority and Jefferson in terms of individual welfare. 

The only enemy ”, he said, '' republicanism has to fear in this 
country is in the spirit of faction and anarchy.” He organised 
the Treasury and carried through the scheme of funding which 
proved so beneficial notwithstanding the criticism from some later 
authorities. Adams, for example, held the view that, ” It is a 
serious criticism upon the financier who funds a series of floating 
obligations or who converts a funded debt that any reasonable 
policy of debt payment should thereafter be embarrassed by the 
terms of the contract in the newly created obligations. The 
conversion of a debt should be regarded as an opportunity for 
bringing the debt under control so far as ultimate payment is 

Bank, ISth December 1790; Establishment of a Mint^ 28tli January 1791 ; and 
Encouragement and Protection of Manufactures, 5th December 1791. ( Vide 

Lodge’s edition, Xew York, 1885, vol. in, “ Finance and Taxation ” ; voi. ih., 
“ Finance, Taxation, and Commercial Relations ”. Cf. American State Papers, 
vol. i.) “ It will be the truest pohcy of the United States to give all possible 

energy to pubhc credit,” said Hamilton, “ by a firm adherence to its strictest 
maxims, and yet, to avoid the ills of an excessive employment of it, by true 
economy and system in the public expenditure, by steadily cultivating peace, and 
by using sincere, efficient, and persevering endeavours to diminish present 
debts, prevent the accumulation of new, and secure the discharge within 
a reasonable period of such as it may be at any time a matter of necessity to 
contract.” 
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concerned. Tlie funding sclieme of iVlexander Hamilton and the 
refunding prograrnme of Secretary Sherman are alike open to 
criticism from this point of view.’’ ^ The manner in which the 
public debt of the United States has been reduced from time to 
time notwithstanding the greater increase in population and wealth 
over long periods is seen in the following table : 


National Debt of the United States 


1790 


Debt 

(S millions). 
75 

1905 . 


Debt 

8 nnllions). 

. 1132 

1796 


84 

1910 . 


. 1147 

1812 (AVar, 1812-14). 

45 

1913 . 


. 1193 

1816 


127 

1914 . 


. 1188 

1819 


96 

1915 . 


. 1191 

1825 


84 

1916 . 


. 1225 

1832 


24 

1917 (War, (ith April) 

. 2977 

1835 

Debt extinguished 

1918 (Armistice, 11th No\ 

^) 12,244 

1846 (War, 1846-47), 

16 

1919 . 


. 25,482 

1852 


03 

1920 . 


. 24,298 

1857 . 


28 

1921 . 


. 23,976 

1860 . 


65 

1922 . 


. 22,964 

1861 ■ 

• 

91 

1923 . 


. 22,350 

1862 


514 

1925 . 


. 20,516 

1863 

Civil War 

. 1120 

1929 . 


16,931 

1864 


. 1816 

1931 . 


. 16,801 

1865 


, 2678 

1932 . 


. 19,487 

1875 


. 2156 

1933 . 


. 22,539 

1885 


. 1578 

1934 . 


. 27,053 

1890 


. 1122 

1935 . 


. 31,087 * 

1895 


. 1097 

1936 . 


. 34,239 * 

1900 . 


. 1263 




rrovibioiial lignrcs 


During the administration of Gallatin the debt was reduced in 
spite of the Louisiana purchase. The public debt fell in 1812 to 
$45,200,000. The debt leapt up during the war of 1812-15, 
when no less than 92 per cent of the war expenditure ($64,300,000 
out of $70,000,000) was met from loans, a jiercentage even less 
satisfactory than that of France in the recent Great War. As a 
consequence of the war the public debt rose to $127,334,000 in 
1816. During the years 1816 and ] 817 much of the debt was paid 
off, but bad years followed and expensive long-term loans were 
floated. After 1825, however, the finances were in so favourable 
a condition that a reduction in the size of the debt was success- 
fully made. By 1833 the debt was so reduced that it was 
^ Adams, Fiiimice^ p. 555 ; cf. bis P'ublic Debts, p. 226, 
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redeemed by tlie year 1835. Tlic increase in the Civil War, 1861- 
1865, is clearly seen from the table above. The fiscal year 1862- 
1863 was the darkest in American history. Bonds were unsale- 
able even at a discount at home, and abroad American credit 
was at lowest ebb. The lessons learned from the issue of incon- 
vertible paper have not been forgotten. In 1865 the debt had 
reached a level that was not touched until the United States 
entered the War in 1917. The maximum was reached in August 
1865, $2758 millions, as against $2977 millions in 1917. Of 
$2758 millions the greater portion was in the form of floating 
debt ($1276 millions) and inconvertible paper ($460 millions). 
The funded debt amounted to only $1110 millions. A sinking 
fund law was passed in 1862, but it did not become operative 
until 1866, as there was no real surplus. In 1868 the temporary 
debt was paid, and henceforth repayment and conversion were 
possible. The rates of interest fell towards the end of the century. 
In 1890 the debt was $1122 millions, and in 1895 the debt was 
$1097 millions. In the first year of the present century it was 
$1263 millions, in 1910 $1147 millions, and in 1916, the year 
previous to America’s entry into the War, $1125 millions. The 
great increases from 1918 to 1920 are brought out in the state- 
ment above, for in the fiscal years ending 30th June 1917, 1918, 
and 1919 the respective additions to the debt were $1,760,473,000, 
$9,268,010,000, and $13,238,405,000. On 31st August 1919 the 
high-water mark of $26,596,700,000 was reached, a level not 
exceeded before 1934. Almost all the War-time indebtednes is 
in the form of bonds and is held by United States citizens. 
Immediately after the War the Treasury, following a great 
tradition, set about reducing the total debt, and for some years 
this averaged about $900 millions, so that by 30th June 1930 
the National Debt had been lowered to $16,185,308,000. The 
Secretary of the Treasury in his Eeport in the year 1926 estimated 
that, at the then rate of retirement, the domestic debt represent- 
ing War expenditure and excluding that part of the debt that 
covers the loans to the Allies, will have been discharged by 1944. 
If these debts were to be repaid over a 62-year period, i.e. at the 
same rate as was provided for in the Funding Agreements with 
debtor nations, the interest charges would have amounted to over 
$16,126 millions, as compared with $4042 millions if the debt 
has been discharged by 1944, and the total payments would have 
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aggregated $24,839 millions against $12,755 millions. By a 
reduction of about 70 per cent of the period of maturity of the 
domestic debt it was calculated that there would be a reduction 
in the total payments of approximately 50 per cent. While the 
Federal debt may be repaid within a fairly short period. State 
and local debts which are productive on the whole and therefore 
analogous to the capital invested in corporations in so far as they 
yield their own interest need not be repaid, at any rate wdthin a 
period less than the duration of the work or worlcs in which the 
capital is invested. The prospect of this rate of decreasing the 
annual debt was greatly interfered with by the crisis of 1930 -31. 
Debt reduction, of course, depends upon the GovernineiiUs ex- 
penditure and upon its tax policy. The following table shows 
the composition of the United States public debt at the end of 
the fiscal year 1934. The large increase in the debt during and 
since the War is striking. The interest payments may be com- 
pared in size with the pre-War issues. 


Public Debt of the United States on 30th June 1034 
Interest-bearing debt — 

.Bonds : $ 


Pre-War issues ...... 

Liberty loans ...... 

Post-War issues ...... 

Treasury notes ...... 

Certificates of indebtedness .... 

Treasury saving certificates .... 

831,350,370 
0,345,774,250 
. 0,332,732,350 

. 6,931,550,900 

. 1,635,045,000 

. 1,404,035,000 

Total interest-bearing debt outstanding . 
Matured debt on which interest has ceased 
Outstanding debt bearing no interest 

. 26,480,487,870 
54,266,830 
518,386,714 

Total gross debt ..... 


Interest paid during fiscal year 

756,617,127 


The total debt is less than that of France and also of Great 
Britain, although the United States is the wealthiest of the 
three Powers.^ 

The loan policy of the United States Government during the 
years 1917 and 1918 and subsequently is as noteworthy as it was 
successful. In the first place the flotation of the four Liberty 
Loans in 1917 and 1918 and the Victory Liberty Loan of 1919 is a 
permanent wonder to many students of American finance. The 
total amount issued, according to the Annual Report of the 

For the wealth of these throe countries see Table XX VL 
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Secretary of the Treasury, was nearly $21,433 millions, and on 
30th June 1922 the amoimt outstanding was $17,087 millions. 
The success of the fourth Liberty Loan in October 1918 (4J per 
cent Bonds of 1933-38), when $6965 millions were issued, was the 
greatest financial achievement in the history of any country. It 
not only reflected the strength of the United States financially, 
but also the wonderful War Loan organisation that was perfected 
by the Central Liberty Loan Committee in each of the 12 Federal 
Reserve Districts. The leading financial, industrial, commercial, 
and professional men were on each Central Committee. These 
committees met daily and had also the assistance of women. 
Similarly cities and villages had their committees, and if the 
daily returns showed that cities or villages were behind in their 
allotted quotas speakers of repute were sent to rouse the lethargic 
in this campaign of education. It is estimated that at the end 
of the War at least 20 millions, and perhaps even 25 millions, out 
of a total population of 106 millions were holders of Liberty 
Bonds. Every effort was made to draw the borrowings from 
actual savings and to get the securities into the hands of investors. 
In June 1921, according to reports from banks doing over 40 per 
cent of the commercial banking of the country, only a very small 
proportion of the long-term loans, Victory notes, and Treasury 
certificates were pledged with these banks as security. Secondly, 
the use of Government paper money was avoided and bank credit 
used instead. Inflation, which is difficult in war to avoid, was 
kept to a minimum by (1) the restriction of credit to essentials ; 
(2) the inculcating of thrift either in the form of payment to the 
Liberty Loans from current savings or in the eschewing of luxuries 
of all kinds by taxation. Thirty-two per cent was, moreover, paid 
from taxation according to the data given in the Annual Report 
of the Secretary to the Treasury for 1920. The net War expendi- 
ture to 30th June 1920 was $33,455 millions, and the excess of 
the annual tax revenue over the normal tax revenue was $10,703 
millions. An independent authority estimates these figures at 
$35,428 millions and $11,819 milHons respectively. Thus one- 
third of the cost of the War was obtained from revenue and 
two-thirds from loans, a striking contrast with many leading 
European countries, and this at a time when Federal revenues 
were completely changed by the introduction of income and 
profits taxation and a Federal estate tax which made the tax 



CH. XXXVII 


PUBLIC DEBT IN OTHER COUNTRIES 913 


system direct and jDrogressive in place of, as an American writer 
terms it, indirect and regressive. Thirdly, the use of terminable 
securities with maturities not exceeding thirty years issued every 
six months at rates just high enough to attract savings was 
markedly successful. Conversion privileges were also not over- 
looked. In order that these large Bond issues should not be too 
much of a strain on the market, they were preceded by almost 
monthly issues of floating debt which were to be taken up by 
Liberty Bonds or payment of taxes. To reduce still further 
tightness of credit by the concentration of funds in Government 
Treasuries, and to compensate banks for their trouble, banks 
subscribing to Government loans held their subscriptions as a 
credit on Government account until the funds were called for by 
Government. This was known as '' payment by credit ”. Lastly, 
a sinking fund of per cent of the aggregate total of the loans 
outstanding on 1st July 1920, less the amount invested in foreign 
Government securities, was established by an Act of Congress dated 
3rd March 1919. This was a guarantee which increased the confid- 
ence of the investing public and is an interesting example for some 
other countries to follow. 

Feance 

2. Before the War the French debt was the largest in the world. 
Just after the War, in 1920, it was also the largest, but after the 
devaluation of the franc in 1926 the National Debt of both Great 
Britain and of the United States expressed in sterling or dollars 
was larger. The burden of the debt has already been referred to 
in Chapter XXXIII . The debt problem of France is not a new 
one. The troubles of some of the post- War years, such as 1926, 
may be, with reason, compared with those of the Revolution when 
assignats were issued from the printing-press too freely, a flight 
from the currency having its effect in both cases on the National 
Debt. The distrust which was universally felt in the ability of 
the Government to fulfil its monetary obligations and to restore 
the credit of the country abroad is typical in both cases, and 
is illustrated in the first table on the following page.^ In 

^ Cf. von Sybel, vol. iv. p. 334, quoted by Kemmerer on Money (New 
York, The Macmillan Co., 1935, p. 193): “Money, which was formerly sought 
by every one, was now passed from hand to hand like a piece of hot iron : 
every man endeavoured to get rid of it, in any legal way, for a tolerably 
secure possession.” 



914 


THE SCIENCE OF PUBLIC FINANCE 


EK. rv 


1926 the '' camouflaged ” loans from the Bank of France and the 
'' camouflaged inflation sowed the seeds of lasting evils and left 
a very embarrassing task to successive Governments. Budget 
disequilibrium and a large floating debt bring about uncertainty 
and lack of confidence in a country’s finances, and this was true 
of France in 1926 as it was in later years when the Budget deficits 
were unusually large. Thus the Budget deficit in 1932 was over 
6 milliards of francs (£67 millions), and in 1933 6-9 milliards of 
francs (£82 millions).^ There was also a large floating debt in 
both years which was mainly responsible for the difficulties which 
arose with the onset of the world trade depression. 


Year 

Assignats m 
Terms ot 
Sterling. 

Year 

Francs in I 

Terms of 
Steiling 

1789 

26-55 

1919 

31-80 

1790 

26-55 

1920 

52-75 

1791, January 

27-72 

1921 

51-92 

„ July 

28-99 

1922 

54-63 

1792, January 

35-03 

1923 

75-73 

,, July 

41-35 

1924 

85-27 

1793, January 

49-46 

1925 

103-02 

V July 

109-67 

1926, end of April 

162 

1794, January 

63-06 

,, middle of May 

154 

„ July 

I 1795, January 

74-19 

140-14 

,, May (third week) 

177 


The increase in the French Debt, as compared with that of 
earlier periods, is seen from the following tables : 


French National Debt 


Year. 

Total Debt 
(millions) 

Annual Debt 
Charges 
(millions) 

1713 

Francs. 

1,200 

Francs. 

1763 

2,750 


1793 

800 ! 


1800 

725 


1814 (1st April) 

1,275 

75 

1816 

3,500 


1830 

5,182 

223 

1848 

6,500 

1 

1852 

6,639 

262 

1868 

12,383 

382 


^ Average rate of the year. If the par value were taken, the figures would 
be £49 and £55 millions respectively. 
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French National Debt — Confuraed 


Vcai 

4’otal 1)( ht 
(ruillions) 

Aniiuai Uelit 
Ciiaiges 
(millions) 


t'l anc,^ 

Eranes. 

1S76 (1st January) 

19,900 

750 

1SS3 

27,401 

1,121 

1SS7 (Lst January) 

24,675 

850 j 

1893 

30,313 

1,039 

1895 

25,975 

825 

1900 

27,150 


1 903 

30,799 

924 

1913 

32,976 

966 

1920 

177,872 

11,000 

1921 

222,204 

10,469 

1922 

242,108 

1 1,850 

1923 

250,084 

10,796 

1924 

270,708 

10,796 

1925 (30th April) 

286,175 

14,797 

1930 

482, 1 79 

14,007 

1931 

480,822 

13,195 

1932 

459,746 

9,168 


On the 3 1st of March 1932 the distribution of the debt between 
fixed or funded debt and floating debt was as folloAvs : 

French Public Debt 



:i 1st Alaich 
loss 

(millions) 

31 Ht August 

1 0:i 1 

(millions) 

Internal debt— 

I . Fixed debt . . ... 

II . Floating debt ..... 

Total . 

External delit (Intcr-govcrnmental and 
commercial 

Grand Total 

Sterling at par (Fr. 124-2F-.C1) in millions 
Sterling at average rate of the year in millions 
Service of debt Fr. millions .... 

hraiics. 

243,846-2 

40,469 

Eranes 

261,891 

53,929 

284,315-2 

315,820 

175,430-4 

196,011 

459,745-6 

511,831 

---= £3,701 
-£5,154 t 
9,168-4 t 

-£4,121 
-£6,671 t 
10,816-5 t 


* Sul)jcct to revision. 

Avciai?c rate of exciiarij^o tor J932 and J.934 was 80 21. and 70-72 francs per £ 
respectively 

t Expenditure of the general Inidget only. Uebt service ctfected by the Amortisation 
d und (e.{/. in L032 Eranes J l,744.-5 miUions) is excluded. 


It is not possible here to comment at length on these tables. 
The main lessons of the French public debt, the increase in debt 
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clue to extravagauce and wars, and the direction of financial 
policy under a series of very able ministers, are well described in 
the five volumes of the Histoire fincmciere de la Frame dejouis 
1775 ^ by Marcel Marion of the College de France. Even before 
the Revolution Louis XV. (1715-74) increased the State debt in 
spite of the assistance of such financiers as Turgot (appointed by 
the King Controller- General and Minister of Fmance in 1774) and 
Necker (who was Director-General of Finance in 1788, and the 
author in 1781 of the well-known Co^njote rendu 2 ^resente a^i roi 
and L' Administration des finances de la France (1784), which is 
still consulted to-day. Gambon, the Finance Minister under the 
Revolution, consolidated the debt. All the debt was inscribed 
in a grand livre of the public debt which was taken to be con- 
clusive evidence of the claim. Until February 1796 interest was 
paid in assignats at their face value. But the assignats had been 
printed in such quantities — the total issues being 400 millions of 
francs in 1789, rising to over 3750 millions of francs in 1790, and 
to no less a figure than 45,500 millions by 1796 — that they became 
worthless early in 1796. The salaries of public officials even when 
raised thirty times had still no purchasing power. A judge, we 
are told, in the district of the Seine died of hunger. Officials 
went on strike and the public administration was completely 
disorganised. The actual value of the notes was ultimately less 
than the cost of manufacture, and thus there was no advantage 
in printing them. The engraving plates and printing presses 
where they were printed were publicly destroyed in 1796. Barter 
had to be resorted to in place of a money economy. In April 
1796 the new land notes which had taken the place of the previous 
assignats did not circulate and were not worth by the end of that 
year more than 20 per cent of their face value. These notes, how- 
ever, being accepted by Government at a definite value in pay- 
ment for land led to a curious result. The Government sold 
wooded land for the price of a few trees on it and the demonetisa- 
tion of these land notes became accordingly inevitable. The 
lesson from this depreciation of the currency on interest payments 
of the public debt is obvious, and recalls the violent fluctuations 
in 1925-26 when the franc depreciated in terms of sterling in 
much the same degree as did assignats in sterling in the years 
just previous to 1796, After this date interest was paid in 

1 Paris, 1914-28. 
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assignats at the rate of 10 francs for each, franc of interest due. 
Assignats were called in in July 1796. Interest was thereafter 
paid one-fourth in cash and three-fourths in bills on the national 
domains. In 1797 it was proposed to pay one-third of the 
service of the debt, or 86 million francs, and to pay of! the 
capital itself of the remaining two-thirds in national domains. 
The third retained or the '' consohdated third was declared to 
be “ exempt from all stoppage, present or future The other 
two-thirds Avere paid oh at the rate of 20 times the annual interest 
in notes receivable for national domains. As the creditors were 
required to buy lands, these two-thirds constituted a loss to the 
poor who could not afford to purchase lands. Under Napoleon 
(1804-18) the finances were set in order by two great men, 
Gaudin, who is the father of the modern system of French 
financial admhiistration, and Mollien, Minister of the Treasury 
in 1806. In his Memoir es relatifs d la Revolution, d V Empire et d 
la Restaur ation ^ Gaudin gives the secret which guided him : '' The 
spirit of order is the first desideratum in financial administration ; 
it applies to everything and embraces both men and things ”. 
The country had never an abler, a more resourceful and yet more 
prudent and uniformly efficient Minister of the Treasury than 
Mollien. Both these financiers served Napoleon after “ the brow 
of the Emperor broke through the thin mask of the consul”, 
because, as Goethe said, under his orders men were sure of 
accomplishing their ends ”. As proof of this one need only 
compare the National Debt in 1814 with that of Great Britain, 
and also the subsequent history of the French debt during the 
nineteenth century. The smallness of the debt in 1814 on the 
fall of the Empire as compared with that of Great Britain shows 
to a great extent the very able administration of financiers like 
Gaudin and Mollien. During the revolution of August 1830 the 
indemnity levied on France, the payment to the army of occupa- 
tion, and the payment to compensate the old nobility increased 
the debt. Some of the debt w^as converted in this period as in 
1824 in 4-} per cents and in 3 per cents. Five per cent Stock in the 
third decade of the nineteenth century was no longer the order 
of the day. The French debt increased during the Orleanist 
dynasty and under the Second Empire. During the reign of 
Napoleon III. short wars, such as the Crimean War, the Italian 

^ Paris, 1826 
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War, and the Chinese War, took place, and in this period also 
large sums were spent on public works which necessitated large 
borrowings. In 1852 the 5 per cent rentes were converted into 
4-J per cents, and in 1862 the 44 per cents were reduced to 3 
per cents. The first conversion resulted in a saving of interest, 
while the second added largely to the capital of the debt. The 
war of 1870-71 added 9 milliard francs to the debt and increased 
the annual debt charge threefold. Nearly half of this increase 
in debt was due to the payment of an indemnity of 5 milliard 
francs (or £200 millions) to Germany. Loans to the extent of 8496 
million francs were created between August 1870 and July 1872, 
and for this the amount received was 6803 million francs, and 
the annual interest amoimted to 400 million francs. Under the 
Third Republic the public debt of France was again increased, 
especially by Freycinet, whose scheme for public works, including 
railways, was very ambitious. Railways, telegraphs and tele- 
phones, highw^ays and waterways were constructed from direct 
loans or subventions from the State or by State guarantees of 
company issues. In 1883 the conversion of 5 per cent recites into 
4|- per cents yielded an annual saving of 34 million francs 
without any increase in capital. Further conversions were 
carried out in 1887, 1894, and 1902. 

In the pre-War year the debt had increased to 34 milliards of 
francs. The increase from 3*5 milliard francs at the close of the 
revolutionary period to 34 milliard francs in 1913 may be esti- 
mated to be due to two-thirds from war and one-third on account 
of the construction of public works such as railroads, canals, 
docks, sanitary wmrks, and the building of schools. 

When the Great War began, the French Government did not 
obtain the sinews of war from taxes. Before the outbreak of 
hostihties French finance was abnormal. The Budget did not 
balance, and above all the system of taxation was much out of 
date. The income-tax, which had been voted a few^ days before 
the outbreak of war,^ was not put into operation until 1916.^ 
When the income-tax, War profits tax,^and the mihtary War tax^ 

^ Law of IStli July 1914. 

2 Came into effect from 1st January 1916. This was supplemented by the 
law of 31st July 1917. 

3 Law of 1st July 1916. 

^ Paid by those exempt from military service, and levied as an income-tax 
(law of 30th December 1916). 
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\yere introduced, they were weakly applied, and tlie receipts from 
taxation were insufficient for the War and post-War Budget. The 
laws of December 1916 and 1917 did indeed increase taxation, but 
not on a scale like that in Great Britain or the United States.^ 

It is interesting to see how this war expenditure was 
met. A reference should be made to the table below, where the 
statistics of consolidated debts, floating debt, foreign credits, and 
bank advances are given. 


France’s Receipts, 1914-1919 



Milliards 



(thou SI 

ind million) 

Per Cent 

Ordinary receipts — 

E 

rancs. 


Taxes, Government monopolies and 

enterprises 


31 

16 

Extraordinary receipts (Loans) — ■ 
ia) Internal debt — 

Consolidated debt 


53 

28 

Other internal debt — 

ia) Short-term Bonds and 

Treasury Bonds 

491 

26] 


ip) Bank of France and Bank 

I 

r 

- 39 

of Algeria advances 

25 J 

1 13j 

1 

(5) External debt — 




Foreign credits . 

• 

33 

17 

Loans 


160 

84 

Grand total . 


191 

100 


From this table it will be seen that the ordinary receipts from 
taxes, Government monopolies and enterprises were only 16 per 

^ The general income-tax was increased by the laws of 30th December 19 IG, 
31st July 1917, and 29th June 1918 ; the War profits tax by the laws of 30th 
December 1910 and 31st July 1917. The inheritance tax was increased by 
the law of 31st December 1917. Several assimilated taxes and the securities 
tax were increased by the law of 30th December 19 IG. Indirect taxes on 
alcohol, sugar, light alcoholic beverages, chicory and coffee, vinegar, matches 
and tobacch (Government monopolies) were increased in regard to matches by 
the laws of October 1917 and May 1919, and tobacco by laws of 30th December 
1916 and January 1918 and May 1919. Postal, telegraph, and telephone rates 
were increased by the law of 30th December 1916. To the category of new 
taxes belong the consumption taxes on colonial jiroduce, mineral waters, patent 
medicines, and amusements (law of 30th December 1916), the tax on commercial 
payments and luxuries (law of 31st December 1917 and 28th June 1918), and 
the special tax on goods shipped into and from the country under special 
licenses (decree of 15th June and law of 29th September 1917). In spite of 
these increases in existing taxes and the imposition of new taxes, the tax 
revenue was quite insufficient. 
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cent, the remaining 84 per cent having been obtained from loans. 
The proportion of borrowings to taxation in the case of France is 
very much higher than in the case of Great Britain or America. 
The floatmg debt (including advances of the Bank of France and 
the Bank of Algeria, which may be regarded as in the nature of 
floatmg debt) shows the large proportion of this debt relatively 
to the consolidated debt. The advances from the Bank of France 
have been much reduced by the revaluation of the gold bullion in 
virtue of the Monetary Law of 25th June 1928. 

The AVar was financed through the advances of the Banks of 
Issue, short- and long-term National Defence Bonds, and foreign 
securities. The Government procured its resources mainly by 
short-term debt and floating debt. Long-term National Defence 
Bonds were raised in February 1915, and were to have a currency 
of ten years, the rate of interest being 5 per cent. In 1917 a new 
type of Bond was issued, known as Obligations de la Defense 
Nationale”, which were to mature at the end of five years. They 
were in reality redeemable at the end of the flrst year. There 
were four State loans issued during the War and several others 
after the Armistice. The Four Consolidating Loans of the 
National Defence were floated in 1915, 1916, 1917, and 1918. 
The post- Armistice loans of long-term nature were floated in 
1920, 1925, and 1927. The first consolidated debt formed a part 
of the short-term debt in 1915. An unlimited loan was issued in 
the form of rentes ^perpetuelles, i.e. annuities redeemable at Govern- 
ment option by repayment of the capital sum.^ The interest was 
5 per cent, and the issue price 88 francs. They were not to 
be redeemed before 31st January 1931. The nominal amount 
subscribed was 15 milliard francs, and the amount realised 13 
milhard francs, of which nearly half was paid in cash. In Sep- 
tember 1916 a similar loan was authorised at 87*5 francs. This 
loan also was irredeemable before 31st January 1931. The 
nominal capital subscribed was 11|- milliard francs, and the 
amount realised 10 milliard francs, of which more than half was 
in cash. In October ^ 1917 a third loan, not redeemable before 
1st January 1943, was issued. The rate of interest was 4 per cent, 
and the issue price 68*6 francs. As in the case of two previous 
loans, there was no fixed date of maturity. The amount sub- 
scribed was nearly 15 milliards, and the amount realised 10 
1 Law of 16th November 1915. “ Law of 26th October 1917. 
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milliard francs, more than half of which was in cash. The fourth 
and last Consolidated Loan during the War was issued at 4 per 
cent, and the issue price of this was 70*8 francs. The redemption 
was not to take place before 1st January 1944. This loan was a 
great success, the nominal capital subscribed being 304 milliard 
francs, and the amount realised being almost 22 milliard francs. 
The payments in cash, however, were only one-third (7 milliard 
francs), the payment in Treasury bills being 13 milliard francs. 
This fourth loan yms thus a consolidating loan to a greater extent 
than its predecessors. The combined result of the four great 
National Defence Loans was that 55 milliard francs were obtained, 
representing a nominal subscribed capital of 72 milliard francs 
and an annual interest charge of 3 milliard francs. 

Notwithstanding these loans the position showed that there 
w'as the necessity of curtailing both the short-term and the floating 
debt which had increased from the outbreak of war. The sub- 
scriptions to the short-term National Defence Bonds Bons de 
la Defense Nationale ”) amounted to nearly 30 milliard francs. 
The issue of these bonds was authorised by a decree of 13th Sep- 
tember 1914. The interest was payable in advance at 4 per cent 
for the three months’ issue, and at 5 per cent for the six months’ 
and one year issues. The ordinary Treasury bills which carried 
a lower rate of interest were not subscribed for until 1918, when 
two ministerial decisions increased the interest on them to 3 per 
cent for those running from one to less than two months, 3-5 per 
cent for those running from two to less than three months, 4*5 per 
cent for those running from three months to less than one year, 
and 5 per cent for those running from one year. In 1919, owing 
to these provisions, the subscriptions to the ordinary Treasury 
bills increased to more than 500 million francs. 

Advances made by the Bank of France and the Bank of 
Algeria were 24,600 million francs in the case of the Bank of 
France, and 395 million francs in the case of the Bank of Algeria, 
or a total of 24,995 million francs between 1914 and April 1919. 
These advances were made at the rate of 1 per cent interest for 
the period of the duration of the War and one year following, and 
3 per cent including the amount required for gradual repayment 
thereafter. The first advance was made in accordance with a law 
passed shortly after the outbreak of hostilities, which ratified a 
clause in the convention concluded with the Bank of France on 

VOL. II 2d 
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nth November 1911, whereby the Bank of France bound itself 
to advance a sum of 2900 million francs to the Government in the 
event of a mobilisation. The amount of the advance was increased 
to 6 milliards by a convention concluded on 21st December 1914 
and ratified by the law of 26th December 1914. This was 
increased to 9 milliards in 1915 (law of July 1915), 12 and 15 
milliards in 1917 (laws of 16th February and 4th October 1918), 
and 21 milliards in 1918 (law of 7th June), 24 and 27 milhards in 
1919 (laws of 5th March and 17th J uly). Similar conventions were 
concluded with the Bank of Algeria from 6th September 1915, 
when the advance was increased from a maximum of 200 millions 
to 300 millions and then to 400 millions (law of 8th October 1918). 

The Government of France, in addition to long-term debt and 
short-term debt in National Defence Bonds, and Treasury bills, 
and floating debt in the form of Treasury bills and National 
Defence bonds as well as bank advances, obtained foreign loans 
which constitute part of the consolidated debt of the country and 
a small part of the floating debt. This debt is divided into two 
distinct categories : (1) the inter-governmental loans and (2) the 
commercial debt (loans raised in Great Britain, the United States, 
together with certain bank credits abroad). At the end of the 
first quarter of 1919 the Treasury bills discounted by the British 
Treasury amounted to 11,484 million francs, while those accepted 
by the Bank of England amounted to 1639 million francs. The 
United States loan operations included the issue of ordinary 
Treasury bills, a Franco-British loan made in 1915 at 5 per cent, 
the proportion of France being 1243 million francs, an advance 
of 10 million dollars made by a group of American banks at 7-| 
per cent, which amounted to 518 million francs, a credit of 427 
million francs from loans of French cities (Paris, Lyons, Marseilles, 
Bordeaux), and lastly, advances made by the United States 
Government at 4 per cent, totalling 12,710 million francs at the 
begimiing of 1919. By 31st March 1932 the commercial debt 
was 5256-3 million francs, the remainder of the foreign debt 
(170,174*1 millions) being War debt owed to the United States 
and Great Britain. 

The great financial difficulties in 1925 and the first half of 
1926 were due to the fact that when the short-term loans matured, 
both bonds and obligations were presented for payment, and in 
consequence the Government was forced to borrow heavily from 
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the Bank of France. The increase in the debt in recent years, 
especially in the floating debt, is noticeable. This floating debt 
is largely the consequence of unbalanced Budgets which in the 
years immediately following 1931 amounted, as we have seen, to 
very large sums. The amortisation of the debt is carried out by 
means of the Budget and also by the Autonomous Fund, which 
receives and cancels long- and short-term securities in payment 
of Succession Duties and taxes on the first transfer of property. 
There has been an increase in debt due to the necessity of con- 
solidating (as in 1927) the short-term debt as it matures, and to 
the insufficiency of revenue to meet public expenditures. Public 
debt also increased owing to issues for financing reconstruction 
which were not covered by cash payments or deliveries in kind 
under the Dawes Plan. The War damage was approximately 
estimated at 85*8 milliards of francs, and up to 1st January 1928 
75*9 milliards were paid. The balance, approximately 10 
milliards, was in 1928 still to be paid. Owing to lack of Budget 
balance the repayment of debt has not been effected in such a 
way as was anticipated when the Autonomous Fund was founded 
on 1st October 1926. At the time of the crisis at the end of July 
1935 the public debt, including life annuities, was costing the 
State 25 milliards of francs per annum, which is 60 per cent of the 
Budget of 42 milliards, excluding the so-called “ Treasury 
Budget ” of nearly 20 milliards which contained a good deal of 
recurrent expenditure. The French public-debt problem, in 
short, is closely linked up, as in other countries, with the 
budgetary problem. 

Germany 

3. The public debt of Germany is of interest in view of the light- 
ness of the debt burden consequent on inflation, and also because 
of the methods taken to indemnify to some extent those holders 
of Government Loan before the depreciation of the mark. The 
comparative lightness of the debt burden has already been dealt 
with in Chapter XXXIII. The public debt and the debt 
service per head of population are comparatively low. The 
internal debt, however, since 1931 has increased remarkably, 
as will be seen from the following table. The increase in 
the floating debt has been accompanied by a decrease in the 
external debt. 
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The Public Debt or Germany 
(I n millions of marks) 


1 

^ Year 

Intel nal Debt 

external 

Debt 

Total 

Fuiuled 

Debt 

Floating 

Debt 

Total 

1913-14 

4,918 

240 

5,158 


5,158 

1918-19 

92,396 

64,056 

156,452 


156,452 

1921-22 (31st March) 

80,600 

281,500 

362,100 


362,100 

1929-30 

7,622 4 

1,899 0 

9,521-4 

853 7 

10,375 1 

1930-31 

7,619 0 

1,165 1 

8,784-1 

3,305-5 

12,089 G 

1931-32 

7,724-3 

1,193-4 

8,917 7 

3,219-6 

12,137 3 

1932-33 

7,775-3 

1,514 4 

9,289-7 

3,041-6 

12,331 3 

1933-34 

8,415-S 

1,931-4 

10,347-2 

2,059 9 

12,407-1 


* The figures given do not include other debts prior to the stabilisation or icparation 
liabilities. 


The debt service does not include the interest and redemption on 
the Dawes and the Young loans, which approximately amount to 
90 million marks per annum. Owing to the severe inflation, the 
service of all debts in paper marks due by the Reich and the 
Lander was discontinued in February 1924.^ The funded debt 
for the year ended 31st March 1922 amounted to 80,600 million 
paper marks and the floating debt to 281,500 million paper 
marks. In July 1925 most of the old loans were converted into a 
new “ loan liquidation debt ’’ at rates varying according to the 
nature and year of issue of the old debt. The basic rate was 25 
gold marks to 1000 marks of the old nominal amount. Until the 
reparation liabilities were paid the new securities were not to 
yield interest or to be amortised. Those who were able to prove 
that they were owners of their securities before July 1920, or that 
they had acquired them before July 1923 in consequence of a legal 
obligation to invest in trustee stock, had the right to take part in 
yearly drawings. Any one with a nominal loan liquidation debt 
up to 12,500 reichsmarks might participate with the full amount 
of his stock. Above this figure he was able to benefit from one- 
half of the next 25,000 reichsmarks, one-third of the following 
25,000 reichsmarks, and one-fourth of the remainder. This 
portion of the '' loan liquidation debt ”, i.e. carrying rights of 
this nature, was to be redeemed within thirty years from 1926. 
The amount drawn was to be paid in cash at the end of the draw- 

^ In regard to this hyperinflation see Kemmerer, Money (New York: The Mac- 
naiUan Co., 1935), ch. xiii. ‘‘ Germany’s Experience with Inflation, 1914-1923.” 
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ing year at five times the nommal value of the new securities, 
i.e. generally at five times 2x5 per cent or 12-5 per cent of the old 
nominal amount plus 4‘5 per cent interest running from 1st July 
1926 to the end of the year in which the drawing took place. The 
Budget must include yearly allocations to a sinking fund which, 
after deduction of the amounts necessary for the yearly drawings, 
must be sufficient when invested for the total redemption of the 
debt in thirty years. This yearly allocation was calculated at 
6 per cent and was estimated at 240 million reichsmarks. A 
certain sum was set aside in the Budget for annual cash payments 
to necessitous German holders of drawing rights actually living in 
Germany. They were entitled to receive special preferential 
annuities up to 80 per cent of the nominal amount of the drawing 
rights, but subject to a maximum of 800 reichsmarks for one 
jDerson. This was increased to 1000 reichsmarks if the creditor 
renounces his or her drawing rights, and to 1200 reichsmarks if 
the creditor was sixty years of age at the date of renunciation. 
Social and scientific institutions holding drawing rights received 
special relief annuities for fifteen years, the total amount of which 
was limited annually to 10,000 reichsmarks. ATiile these prefer- 
ential and relief annuities were enjoyed, participation in the 
yearly drawings ceased. Oudng to the financial difficulties of 
1930 and 1934, payments abroad, except on the Dawes and the 
Young loans, were for a time withheld, as the export surplus had, 
through a policy of inflation, almost if not entirely disappeared. 
The plan followed for the pre-stabilisation of debts is of consider- 
able interest as illustrative of the way in which the evil effects of 
inflation were in some degree got over. 

Japan 

4. The public debt of Japan is of importance because of the 
policy which has been followed in recent years to meet deficits 
in the Budget regularly by loan. There has been a deficit during 
the last decade without exception, and since March 1933 the 
deficit in the Budget has been large, as will be seen from the 
table on next page. 

The continuance of heavy borrowing for the purpose of meet- 
ing Budget deficits year after year has a prejudicial effect on a 
country’s credit, and the country has to borrow at higher rates 
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.Budget Deeicits 


The surplus of expenditure over receipts (excluding loans) 
(In millions of Yen) 


Year 

Amount 

Year 

Amoimt 

1 1924-25 

149-8 

1930-31 

89 0 

1 1925-26 

- 2-5 

1931-32 

105-2 

i 1926-27 

102-8 

1932-33 

618 6 

1927-28 

241-5 

1933-34 

705-9 

1928-29 

283 2 

1934-35 

965-0 

1929-30 

200 6 

1935-36 

857-8 


of interest tLan would otLerwise have been necessary. The 
deficit of 857*8 millions of yen is the equivalent of £87,900,000 ^ 
as compared with 965 millions of yen or £98,800,000 ^ in the 
previous year. Japan has resorted to large internal loans in 
order to balance the Budget. This has the effect of raising the 
internal price-level, which is followed by inflation and further 
depreciation of the yen in terms of gold. It is often argued that 
the Japanese money markets are able to absorb large internal 
loans by showmg that the yen has been in recent years stable and 
there has been no flight of capital abroad. The net service on all 
Japanese foreign debts cost only £8 millions for 1935-36 if an 
allowance is made for the proportion of these loans that are now 
held by Japanese nationals. The increase in the debt in recent 
years as compared with 1913-14 (the pre-War year) will be seen 
from the following table : 

The Public Debt of Japan 


(In millions of Yen) 


YTar. 

Internal Debt. 

External * 
Debt. 

Total. 

Funded 

Debt 

Floating 

Debt 

Total. 

1913-14 

1,054-6 


1,054-6 

1,529-5 

2,584-1 

1919-20 

1,482-4 


1,482-4 

1,311-2 

2,793-6 

1923-24 

2,576-2 


2,576-2 

1,621-4 

4,197-6 

1929-30 



4,512-6 

1,446-8 

5,959-4 

1930-31 

4,476-8 

198-5 

4,675-3 

1,479-0 

6,154-3 

1931-32 

4,715-0 

224-0 

4,939-0 

1,472-6 

6,411-6 

1932-33 

5,663-8 

320-3 

5,984-1 

1,390-4 

7,374-5 

1933-34 

6,724-4 

543-6 

7,268-0 

1,414-6 

8,682-6 

193T-35 



7,687-5 

1,402-9 

9,090 4 


* Foreign debt is shown at par. The floating debt represents Uice Purchase Notea 
and Treasury Bills. 


1 At par rate figures would be £50,800,000 and £5<5,800,000 respt^^ctively. 
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The increase in floating debt as well a,s consolidated debt in 
the last few years has been noticeable, while foreign debt has 
slightly diminished. 

India 

5. The debt of India is of imjiortance because of its unique char- 
acter in that 20 per cent only is deadweight debt. The remainder 
is interest-bearing debt. It, therefore, compares more than 
favourably with the debt position of almost every other country 
of the wnrld. The interest-yielding assets of the State together 
with the additional net profits derived from commercial depart- 
ments are sufficient to pay almost the w^hole of the interest on the 
total public debt. The annual interest on the non-productive 
debt w^as gradually reduced until in 1916 it amounted only to 
Rs.3 crores (£2*2 millions). On the other hand, railways and 
irrigation w-orks wdiich had been financed from the productive 
debt yielded in that year a return of Rs.23 crores (£17- 3 millions), 
which left a margin of Rs.9 crores (£6*7 millions) of clear profit 
to the country after meeting the interest charges on the entire 
debt. This progressive reduction wars due to the fact that in 
most years it w^as possible to finance a portion of India’s productive 
works from revenue surpluses, wdiich resulted in an increase of 
productive debt and an equivalent decrease in the ordinary or 
non-productive debt. Had it not been for India’s AVar con- 
tribution of £100 millions, of wdiich £16,720,000 remained out- 
standing in 1933-34, the ordinary debt would have been com- 
pletely wiped out in 1917. The increase in the deadweight debt 
apart from the War contribution is due to (1) the outlay on the 
buildings of the new capital at Delhi costing Rs.14-5 crores 
(£10,900,000), and (2) the occasional revenue deficits which since 
1919 have been financed from borrowdngs. The Gladstonian or 
orthodox principles underlying the public debt have been applied 
rigorously by India, with the result that to-day she can borrow 
in the London money market as cheaply as almost the British 
Government itself. Another feature of the debt has been the 
conversion in recent years of short-term debt into long-term debt 
so that the Government is free from any worry over maturities. 
Nevertheless, as already pointed out elsewhere, steps were taken 
in 1924 to provide Rs.4 crores per annum and such additional 
sum as is equal to one-eightieth of any excess shown in the total 
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of tlie debt outstanding on the 31st March of the preceding year 
over the total outstanding on the 3Lst March 1923. This was 
continued up to the year 1932-33, unchanged except that with 
effect from 1930-31 the rate of exchange for converting the ster- 
ling debt was taken at Is. 6d. instead of Is. 4d. The scheme was 
temporarily suspended in 1933-34 and a lump provision of Es.3 
crores was made m each of the years 1933-34 and 1934-35. This 
amount was used to reduce the debt or to decrease the amount re- 
quired for capital expenditure. It is in effect a quasi-sinking fund. 

The follovdng tables shoAv the public debt of India and its 
composition at the present time : 


I. The Public Debt of India 


! Year ending 31st March. 

Dclit 

Debt 

lncrca.se of Delit over 
previous Yiuii in the 
Table 




Net 

Amount 

Per cent 

1845 

1857 (year of the Mutiny) 

Laklis of Us 
43,50 
59,44 

Luklis ol Us 
2,01 

2,53 

15,96 

36-7 

1862 (over 70 years ago) 

107,51 

6.62 

48,05 

80-8 

1872 ( „ 60 „ ) 

115,87 

7,69 

8,36 

7-7 

1882 ( „ 50 „ ) 

166,92 

6,75 

51,05 

44*1 

1892 ( „ 40 „ ) 

222,26 

10,10 

55,34 

33-2 

1902 ( „ 30 „ ) 

339,35 

11,16 

117,09 

52-7 

1912 ( „ 20 „ ) 

454,72 

14,83 

115,37 

34-0 

1914 (pre-War year) 

551,29 

15,19 

96,57 

21-2 

1919 (end of War) 

806,20 t 

26,95 

254,91 

46-2 

1922 (over 10 years ago) 

820,11 

35,97 

13,91 

1-7 

1932 

1,213,63 

59,89 

393,52 

47-1 

1933 

1,211,84 

59,14 

- 1,79 

-01 

1934 

1,223,97 

52,96 

12,13 

1-0 


See Table XX., App, 

1 Estimated. 

The figures of debt previous to 1914 are not compiled strictly on the same basis as after 
1914. The figures from 1914 comprise the total funded and unfunded debt including Post 
Office savings banks deposits, cash certificates, balances of provident and allied funds 
They include also the capital value of railway terminable annuities. 


In recent years steps were taken to popularise through Govern- 
ment loans, Post Office cash certificates and Post Office savings 
banks the investment habit, and this met with success. The 
movement towards saving in this form began with the War and 
has continued in spite of the trade depression. The Post Office 
cash certificates increased to Rs.63,72 lakhs in 1933-34 — a record 
level— as compared with Rs.55,64 lakhs in 1932-33, Rs.44,58 lakhs 
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ill 1931-32, and Rs.888 lakhs in 1917-18, when these were origin- 
ally introduced. The increase from 1917-18 and that during the 
trade depression 1930-35 were remarkable. Similarly the net 
deposits in the Post Office savings banks reached the record figure 

II. Interest- BEARTXG Obligations of the Government of India 



Ou 

(F 

:3Ut March 
s CroK's) * 



1914 

1024 

19:31 

I. In India — - 




Rupee loans .... 

145-69 

358 81 

435 17 

Treasury bills .... 
Other obligations • 


51 77 

59-24 

idist Office savings banks 

23 17 

24 79 

52-32 

Cash certificates . 


8 42 

63-72 

Balances of provident and 
allied funds 

10 93 

39-00 

82-14 

De})rec]ation and reserve funds, 
provincial balances, etc. 


4-17 

19-78 

Total internal 

ir. In lOigland— 

179-79 

486-96 

712-37 

Loans, War cont..nl)ntion, railway 
terminable annuities, and other 
obligations 

371 50 t 

432 04 

511-60 

III Grand total . 

551-29 

919-00 

1223-97 

IV. Interest-yielding assets held against 
the above 

452-72 t 

663-58 

977-67 

V. Percentage of interest-bearing obli- 
gations in India 

33 

53 

58 

Percentage of interest-bearing obli- 
gations in England 

67 

47 

42 


100 

100 

100 

VI. Percentage of interest-yielding assets 
to total 

88 

72 

80 


* 1 Crorc = KJ million rupoos-- £750,000. 

}• For th(' yeiir 101:3-1.4 the con version of storliiiff debt into rupee debt is at the rate of 
lle.i— is 4d. For other years the rate is Ile.l — Is. 6d. 

i Includes railways, telegraphs, and irrigation, but excludes capital lent to Provinces 
and Jndiari States. Comparative liguros for 1024 and 19:34 to that of 1914 are approxi- 
mately Its 557 crores and Its. 780 crorcs, 

of Rs.892 lakhs in 1933-34 in sjiite of the interest rate being 
reduced to two and a half per cent from three per cent which had 
been in force for twenty-eight years. The Finance Member in his 
Budget speech for 1933-34 said, “ The proceeds of the gold which 
have been sold have only to a limited extent been balanced by 
the purchase of consumable commodities. A great portion has 



930 


THE SCIENCE OF PUBLIC FINANCE 


BK. IV 


undoubtedly been invested. The increased demand for Government 
secmdties affords general evidence of this, and that the process has 
been widespread and not confined to the richer classes can be very 
clearly seen from the figures of Post Office cash certificates and 
saving bank deposits. These figures therefore clearly show that 
proceeds of gold sales have been converted into investments by the 
poorer classes, and although the Indian habit of accumulating 
reserves of gold has stood the country in good stead in the present 
crisis, I feel forced to regard it as a beneficial advance that the 
exceptionally high price of gold in rupees should have started a 
process of exchanging barren gold reserves for interest-bearing 
Government securities as a form of investment. If only the pro- 
cess is kept in proper channels, and the people of India are not 
misled, as the people of the United States were in the post- W ar boom, 
to putting their savuigs into widely speculative investments, the 
result must in the long run be of great benefit to India.” 

An important issue in a federal constitution has been decided 
recently in the New Government of India Act 1935 hi regard to 
loans. The Federation can borrow on the revenues of India 
within such limits as may from time to time be fixed by Act of 
the Federal Legislature. Borrowing by the Units is upon the 
security of the revenues of a province, but the Units may not 
without the consent of the Federation borrow outside India nor 
without this consent raise any loan if there is still outstanding 
any part of a loan made to the Provinces by the Federation or 
by the Governor- General-in-Council or in respect of which a 
guarantee has been given by the Federation or by the Governor- 
General-in-Council. This puts great power in the Federal 
Ministry which might refuse a Province a loan or insist upon 
imreasonable terms and thus assume the control of the general 
policy of a Province. It is provided, therefore, in the Act that 
the ultimate decision whether consent has been unreasonably 
withheld in any instance should rest with the Governor- General- 
in-Council in his discretion.^ 


Australia and New Zealand 

6. The extremely large per capita public debt of Australia and 
New Zealand has been referred to in Chapter XXXIII. Not only 
^ Government of India Act 1935, Section 153 (25 Geo. V.), 
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is tile public debt iu these countries high but the proportion of 
the debt held abroad is also high. In recent years there has been 
a slight decrease in the proportion of debt held abroad in the case 
of Australia. On the 30th June 1934 the Commonwealth public 
debt amounted to £393*1 millions, wdrich included a War loan 
from Great Britain of £79*7 millions, wdrich by a funding arrange- 
ment wnuld have been extinguished about 1956 by annual pay- 
ments of 6 per cent, of wdrich 1*8 per cent is for reduction of 
principal. Since 1931-32 the p>ayment has been suspended. In 
addition to this the indebtedness of the States amounted to 
£829*5 millions. Of the total of £1222*6 millions or £183 per head, 
£629*3 millions w^ere held in Australia, £547*3 millions in Great 
Britain, and £46*0 millions in the United States, or a total of 48 
per cent held abroad. A greater part of the debt has been devoted 
to raihvays and tramways, waiter supply and sewverage wmrks, land 
settlement, harbours, roads and bridges, construction of post 
offices, telegraphs and telephones, and for public buildings. But 
the debt is not in a real sense productive as is the Indian debt, 
since many of the works to wffiich the capital has been devoted do 
not produce their own interest. The State railways, for example, 
are run at a loss. In Australia it is the taxpayer wffio bears the 
burden of the uneconomic working of railways, while it is the 
private investor in Great Britain. The capital has gone into the 
form of fixed capital wffiich, although not strictly productive, is 
nevertheless necessary for the development of the country. 
Similarly in the case of New" Zealand the debt on the 31st March 
1934 was £302*8 millions, of which £163-8 millions (or 54 per cent) 
were held abroad. 

As in India the Federal Government has concatenated the 
borrowdngs of the Units as w^ell as its owm borrowings by what 
is known as a Loan Council. This was essential in order to pre- 
serve at home and especially abroad the credit of Australia as a 
whole. Under the Surplus Eevenue Act 1910 the Cordmonwealth 
Government paid to each State 25 shillings per head of the 
population as estimated by the Commonwealth Statistician at 
31st December in each year. Acute differences between the 
State and the Commonwealth had existed before the passing of 
this Act. The Commonwealth proposed a bill which was intro- 
duced in June 1926 to surrender the land tax, estate duties, 
entertainment tax, and 40 per cent of the income tax on both 
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individuals and companies. The Commonwealth Government 
showed that the total amount of taxation to be surrendered by 
the Commonwealth was greater than the per capita payments 
which were to be terminated. The Bill was not passed until 
March 1927, and general opposition to the measure was respons- 
ible for new proposals which were put forward in June of that 
year. The States Grants Act 1927 abolished the joer capita pay- 
ments from 30th June 1927. In 1929 the Commonwealth, in 
accordance with a Commonwealth Referendum, took over all 
State debts existing on 30th June 1927, and pays £7,584,912 a 
year for 58 years towards the interest charges and is making 
substantial contributions towards a sinking fund to extinguish 
existing debts in 58 years and future debts in 53 years. The 
Commonwealth or Federal Government arranges all future 
borrowing for both Commonwealth and States through a Loan 
Council consisting of representatives of the Commonwealth and 
a representative of each State. The Loan Council thus exercises 
an effective and in many ways a very salutary control over the 
borrowings , of the State Governments. The advantages of this 
system are obvious, since the system of taxation is not disturbed 
and the Commonwealth cannot in future become solely dependent 
upon customs and excise. The States gain in the immediate 
future, especially in regard to the settlement of their debts as 
existing at the time when the new scheme came into force. It 
has well been said that it is the most satisfactory readjustment 
of the relations between the Federal authority and the States 
since the Federation came into force in 1900. It has immeasur- 
ably strengthened Australia as a borrower of capital in the London 
money market as well as in Australia itself. 

Steps were taken in 1931 by all the Governments in Australia 
when the crisis of that year affected the whole world and the 
prices of Australian produce fell to such an extent that the income 
of the Governments, which was £650 millions in 1927-28, fell to 
£450 millions in 1931-32. Measures were taken to prevent 
default. The Premiers’ Conference adopted a plan which made 
the burden fall as equally as possible on every person, and no 
section was left in a privileged position. The plan was accepted 
on the understanding that all parts would be put into operation 
simultaneously. All Government expenditure was reduced by 
20 per cent, mcluding salaries and pensions whether fixed by 
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statute or otherwise. Government internal debts (hut not 
external debts) were converted on the basis of a 22|- per cent 
reduction of interest. Taxes were increased to provide additional 
revenue. Bank and savings bank rates of interest on deposit and 
advances were reduced and relief was given in respect of private 
mortgages. Conversion applications of internal bond-holders 
totalled £510 millions, while in the absence of notification of 
dissent £31 millions were automatically converted. Dissentients 
amounted to less than 3 per cent, viz. only about £16 millions. 
The Budget of 1933-31 had anticipated a deficit of a little over 
£1 million, while the final account showed a surplus of £1,302,000, 
and in the Budget for 1934-35 remissions of taxation and further 
restorations of cuts and grants to aid as well as a substantial grant 
for defence were made. When the internal situation had been 
successfully overcome, as indicated by the fact that the yield on 
Commonwealth stocks in Australia fell from over 61 per cent to 
less than 3-]^- per cent in three years and the credit of Australia 
abroad was thereby enhanced by its courageous action, its sound 
financial policy, its fidelity to obligations, and the careful manage- 
ment of the national resources, conversion operations on foreign 
loans began. In 1933, £109,849,000 were converted in London, 
which resulted in an annual saving of £1,827,000 in interest and 
£456,000 on exchange. In the immediately succeeding years, with 
low interest rates prevailing in London, further conversions took 
place. Thus in February 1 931 , £21,636,550 of stock was converted 
into a 31 per cent stock, redeemable in 1954-59. It was issued 
at 97, and towards the end of the same year it stood at 102. From 
a financial point of view these steps taken are of importance, as 
Australia had not the advantage which India had of being able 
to export continuously from hoards between September 1931 and 
1935 gold of the value of £180 millions. 
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THE PREPARATION OF THE BUDGET 


The Scope of the Budget 

1. An important branch of the science of public finance is 
financial administration, which is concerned with the collection, 
the preservation, and the distribution of public funds. It deals 
with the co-ordinating of public revenues with public expendi- 
tures ; the management of credit operations of Government and 
the custody of public funds usually through a central bank ; and 
generally with the control of all financial affairs of the State. 
When Adam Smith published The Wealth of Nations budgetism 
had not developed and the word “ budget ” docs not even occur 
in his great treatise.^ It was only coming into fashion. In 1803 
the expression was adopted in French financial nomenclature as 
a substitute for estimates and expenditures. It has spread to all 
countries of importance, and in the present century it is regarded 
as a comprehensive term including the financial operations of the 
State as prepared by the executive, as legalised by the legislature, 
and as carried out by the executive in the form given to it during 
the voting of the Budget. It was only in the nineteenth century 
that the real significance of the Budget as the whole problem 
of financing the Government was realised, owing to the growth of 
the functions of the State in all directions, the establishment of 
parliamentary or popular control in public finance almost univer- 
sally, the necessity of check in financial administration to prevent 
fraud and waste and to secure the highest possible results from 
public expenditures, and the growth in credit operations which 
has resulted in the creation of central banks as the bankers of 

^ There is, however, an anonymous pamphlet dated 1764 entitled Tht Budget 
— Inscribed to the Man who thinks hhnself Minister. Set down to David Hartley 
(Higgs Bibliography, 1935, number 3230). “ Budget ” is treated as a familiar 

word. For derivation see French Dictionary; cf. Maurice Block, vol. i. 260, 
para. 2, Dictionnaire de la jwUtique, ed. 1873. 
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G-overnment in various countries. The Budget is now the 
financial programme prepared by the chief executive and is far 
more than an estimate of income and expenditure for a definite 
period, usually a year. It is not merely a plan of public revenue 
and expenditure placed before the legislature on behalf of the 
ministry for approval, but it has been extended to mean both 
the entire condition of the national finances as disclosed in the 
ministerial statement placed before the legislature and the orderly 
administration of the financial afiairs of the Government. Bud- 
getism is at the root of all sound administration. The great 
principle underlying it is its domination by the executive govern- 
ment. It not only gives an account of the year’s housekeep- 
ing ” and of the year to come so far as the State is concerned, but 
it is the basis of control of the financial affairs of the State regarded 
as a household. It sets into motion a continuous chain of events 
of great importance in the everyday work of government. In the 
first place there is the preparation of the Budget, the estimates 
of revenue and expenditure, and of the financial condition of the 
Treasury before and after the Budget proposals are put into 
execution. The second step is the passing of Acts of the legis- 
lature such as revenue or supply and appropriation Acts or of 
votes sanctioning the items of expenditure and granting the funds 
to meet it. The third stage is the opening of accounts, which in 
turn is followed by audit, and audit by reports on the expenditure 
to the legislature. There is, in short, a continuous process going 
on in all well-financed countries. It is perhaps unnecessary to 
point oub that the Government in its financial administration 
differs from that of a private corporation. Government keeps 
down its expenses by careful financial administration in order to 
diminish its income, to diminish the amount to be taken from the 
pockets of the taxpayers. A corporation, on the other hand, 
keeps down its expenses in order to increase its income. The 
accounting system, therefore, of a Government is not to show 
profits as in the case of a business concern, but to furnish all the 
information required to the legislature as well as to Government 
itself in order that a balanced relation between income and 
expenditure may be maintained. Where, however, Governments 
undertake public utilities special problems do arise, and a system 
of commercial accounting, particularly when as in the case of 
railways or post-offices these undertakings are conducted on a 
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self-supporting or profit-making basis, should be adopted. This 
does not, however, apply to the majority of Government depart- 
ments, as these are not self-supj)orting and do not exist for the 
purpose of making profits. If public utilities were included in 
the general Budget the figures would be swollen, and it is desir- 
able as a general rule to separate the accounts of public under- 
takings from the general Budget. The system of commercial 
accounting when applied to all branches of the administration has 
proved to be both complicated and expensive and to necessitate 
a considerable degree of more or less arbitrary estimates such as 
the rental value of State-owned buildings. After the War cost 
accounting was introduced in many branches of British military 
expenditure, but in accordance with a decision taken in July 1925 
it was discontinued in all except operative establishments such as 
bakeries, electrical departments, and laundries. The net results 
from the operations of public undertakings or the appropriations 
required to meet their deficits should be included in the general 
Budget, the concerns having their own independent budgets in 
the case of large concerns such as railways, as this makes it 
possible to manage these more or less on commercial lines. At 
the same time, however. Treasury and Parliamentary control 
must not be reduced. 

Financial control in the United Kingdom is older than in any 
other country and the budgetary system is more perfect than else- 
where. The right of financial control by the legislature dates 
back to the reign of King John, and in the seventeenth century 
there was the long struggle between the Parliament and the 
Stuart kings, a struggle which was settled for all time in the Bill 
of Rights, 1688, when Parliament was given the right to levy 
taxes and to authorise expenditures. Just a century later the 
principle of Parliamentary control in finance spread over Europe 
and to the United States of America. The raising of revenues 
and the direction of expenditures by the popular assembly may 
be said to have begun in France and other countries of Europe, 
with certain exceptions, at the time of the French Revolution of 
1789. The principle that the Budget should be formulated by 
the executive became firmly established in Europe in the first 
half of the nineteenth century, and in the United States in the 
earlier part of the twentieth century. 

The Budget, then, in its usual sense is an approved plan of 
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income and expenditure for a fixed period of time, usually a year, 
a plan wliicli is the basis of the national finances. It was originally 
a Gallic word which first came into use in England about 1760. 
It is derived from the old French word hougeUe, the diminutive 
of houge, a leather bag or wallet which was in use in England as 
early as the fifteenth century. It was the sack or wallet, the fore- 
runner of the present-day satchel, from which the Chancellor of 
the Exchequer on behalf of the Government takes out his plan 
or financial statement, or, in other words, he opens the Budget 
for the approval of the House of Commons. A Budget does not 
give a complete picture of the financial condition of a country, 
although it is a very good index of a nation’s finances. It does 
not give the total assets and liabilities of the State, but only the 
receipts and payments of a Government within the year to which 
the Budget refers. It does not show the cost of government in a 
country, since there may be many subordinate local governments, 
and in a Federal Government, such as the United States, Canada, 
Australia, India, Switzerland, and Germany, law and custom 
determine the demarcation of government among various 
authorities. The cost of government, therefore, in a country like 
Italy where under the Fascist regime sanitary and social services 
only are left to local governments, cannot be compared with the 
cost of government, for example, in the Federal Budget of the 
United States, where there are forty-eight states with large cities, 
urban and rural districts, each having their own financial system. 

There was no complete statement of the annual public income 
and expenditure of the United Kingdom from 1714 to 1822, 
although for some time after 1688 the public accounts were kept 
with accuracy and care. Sinclair, writing in 1804 in his History 
of the Public Revenue,'^ pointed out that “ Since the reign of Queen 
Anne, the national accounts are far from being distinguished for 
their regularity or precision ; no complete statement has ever 
been made up of the total Income and Expenditure of the 
country The practice of making and publishing an annual 
balance-sheet of public income and expenditure did not take 
place until the recommendation of the Select Committee on 
Public Accounts in 1822 in their Eeport to Parliament was 
carried out. The first balance-sheet of the Public Income and 
Expenditure was for the year ended 5th January 1823, and the 
^ 3rd edition, 1804, vol. ii. p. 58. 
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annual Finance Accounts have contained this information from 
that year. No balanced account, therefore, of the Public Income 
and Expenditure was made prior to 1822, although there is much 
detailed information in the annual Finance Accounts (the publica- 
tion of which began in 1802) and in the yearly and quarterly 
revenue accounts of the Treasury, which go back for many 
centuries. In an official return in 181 6 it was stated that '' owing 
to the confused state in which the public accounts were kept 
previous to 1800, no accurate view of the income and expenditure 
previous to that date could be made out For a century follow- 
ing 1688 the financial returns showed that the produce of every 
particular tax, appropriated by law to the discharge of a particular 
head of expenditure, was kept under a separate head of account. 
In 1785, for example, under Customs alone, when the Com- 
missioners of Public Accounts recommended “ the formation of 
one Fund, into wffiich shall flow every stream of the public 
revenue, and from wffience shall issue the supply for ever}^ public 
service resulting in the establishment of the Consolidated Fund 
in 1787, there were as many as seventy-four distinct accounts. 
In 1786 the Commissioners of Public Accounts reported that 
“ they adopted as a principle of public prudence, as well as benefit, 
that every duty should pass from the subject into the Exchequer 
without delay. It should not be in the power of a receiver to 
retain or divert any part of it under any pretence whatever ”, a 
principle that required the payment of all money whether the 
revenue of the year or the proceeds of loans to be credited to 
the Exchequer in the first instance. This forms what is called the 
Consolidated Fund, and the Comptroller of the Exchequer will not 
make issues from this fund except by the authority of Parliament. 
This important principle was not fully carried out until 1854. 
Till that year the expenses of the revenue departments, including 
the Post Office, were met out of the revenue collected, and these 
were never voted by Parliament. The net revenue only reached 
the Exchequer.^ One of the leading principles in the years 

^ The proceeds of taxes are collected by the revenue departments, which are 
under the absolute authority of the Treasury, which means the Government. 
It is sometimes pointed out that the Exchequer control in regard to those could 
be evaded, as that control is effective only in preventing money from leaving 
the Exchequer. It does not secure that the proceeds of taxes or loans must bo 
paid into the Exchequer. Critics have sometimes pointed out that the Chan- 
cellor of the Exchequer could dhect the revenue-collecting departments to 
transfer money direct from the revenue accounts at the Bank of England, 
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preceding the passage of the Exchequer and Audit Department 
Act of 1866, “ An Act to consolidate the duties of the Exchequer 
and Audit departments, to regulate the Receipts, Custody and 
Issue of Public Moneys and to provide for the Audit of the 
Accounts thereof ”, was that the gross public revenues should be 
paid into the Exchequer and all public expenditures met by pay- 
ments from the Exchequer. Since 1848 it has been the practice 
to combine with the authority to issue money from the Con- 
solidated Fund, power to borrow temporarily any sum up to the 
whole amount to be issued. This enables the Government to 
meet any voted expenditure of the year before it has received any 
revenue at all. 

The conception of the Budget, in short, as the central instru- 
ment of financial control is of comparatively recent date. Popular 
assemblies were in their early struggles more concerned with taxa- 
tion or revenue than with expenditure. Gradually they have 
come to control both. It was only in 1832 that there was 
initiated the first Appropriation Audit. Until that year Parlia- 
ment did without an independent audit for any service, and with- 
out an audit for all services till 1866. The need for a rigid 
appropriation of public money is recognised to be essential, and 
if Parliament wishes to exercise a minute control over the ad- 
ministration, the subdivision of public expenditure into many 
separate votes is equally essential. Such a division supplies, as 
it w^ere, a map of the W'hole field of the administration. It was 
thus gradually realised that the only reliable method of securing 
due appropriation of public money was not by the prior control 
of the Exchequer but by the extension of the appropriation audit 
to all votes. Parliamentary control has grown to mean not only 
the general veto on the aggregate of Government expenditure but 
a detailed veto on the expenditure involved by each section of 
Government activity separately. From the constitutional point 
of view the same independence is required of the important 
official — the Comptroller and Auditor- General — in the audit of 
the Public Accounts as he has in regard to Exchequer receipts 
and issues. A Comptroller-General of the Exchequer was 
appointed in 1831, but this office was abolished in 1866 when the 

where they are kept, to the account of the Paymaster- General without passing 
through the Exchequer at all. This criticism of the constitutional machinery 
of the British financial administration may be admitted, but this would be to 
depart from all normal procedure, and it never takes place. 
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office of Comptroller and Auditor-General was created. This 
official is appointed by letters patent under the Great Seal, and 
he cannot be removed except upon an address from both Houses 
of Parliament. 


The Exchequer and the Treasury 

2. The Exchequer^ must not be confused with the Treasury. 
Both are State departments and both have a long and interesting 
history. The Exchequer was a Norman institution and its name 
is derived from the Low Latin term scaccarmm, a chess-board, 
from the chequered cloth or table much like a chess-board at 
which the Exchequer sat and on which accounts were rendered. 
As a name of a Government department dealing with accounts it 
was in its earlier history associated with the abacus, by means of 
which such accounts were kept. This contrivance was almost 
universal before the introduction of Arabic numerals, Avhich did 
not come into common use in England until the sixteenth cen- 
tury. In England the department was named originally The 
Tallies from the notched sticks or tallies which were the 

^ The Dialogus de Scaccario, written in 1177, describes minutely the pro- 
ceedings of the Exchequer. It was written by Richard Fitz Neal, Bishop of 
London and formerly Lord Treasurer of the Exchequer during the time of 
Henry II. (1154-89). The book was meant as a manual of instruction for the 
clerks who were learning their business in the Exchequer rather than for the 
general public. It describes the procedure of the Exchequer, its constitution, 
its writs and its rolls, the various sources of the royal income, the collection 
of the debts due to the king, the treatment of his debtors, the chess-board, and 
the counters, the tallies, the scales for weighing the specie, and even the melting- 
pot. At this period the Exchequer consisted of two parts— -the Upper and the 
Lower Exchequer, or the Court of Account and the Court of Receipt. What 
was found to be due in the Upper had to be paid into the Lower. 

“ The Exchequer numerals were a corruption of the old Roman figures and 
were not abolished until 1834. Under the provisions of the Act (4 Geo. 11. 
c. 26) passed in 1731, English and common letters and figures were substi- 
tuted for Latin, French, or any other language in all judicial work. In 1733 
(6 Geo. II. c. 6) it was enacted that the Act of 1731 should not extend to the 
Exchequer. “ The Roman numerals, uncouth, obscure and inconvenient as 
they are, and inapplicable to the commonest purposes of arithmetical calculation, 
were the usual formulas of abbreviation in the Norman period, and were conse- 
quently employed at the Exchequer, though the Exchequer is probably the only 
establishment in the civilised world that still retains them ” {Report of the. Com- 
‘mission to enquire into the Manner in which Public Money is Received and Paid — 
Parliamentary Paper No. 313, 1831). 

3 The Exchequer tallies were of two kinds : (1) Tallies of Sol and (2) Tallies 
of Pro. Tallies of Sol were vouchers acknowledging the receipt of money into 
the Exchequer. They derived their name from the first word, solutwm (the 
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primitive means of accoiint-kefeping (abolished only in 1826), and 
the name Exchequer was probably only introduced later in the 
reign of Henry I. When the sherihs paid into the Exchequer at 
Easter the dues, they received as a receipt a tally, the counterfoil 
of which was retained at the Exchequer, and when they appeared 
again before the Exchequer at Michaelmas they paid the re- 
mainder of the annual dues, presenting the tally which repre- 
sented payment already made together with the remainder in 
cash. Counters were placed on the squares of the Exchequer 
table representing the actual payments of the sheriff, while on 
the other side the amount for which he was liable was placed 
upon the squares, and it was thus easy to see at a glance how far 
the sheriff had fulfilled his obligations or not. In Tudor times, 
it is said, pen-and-ink dots took the place of counters and were 
used for the last time in 1676.^ The Exchequer in Edward I.’s 
reign was a court of law and an administrative department. In 
its former capacity it heard suits relating to the royal revenue, 
and in its latter it collected the revenue. Down to 1875, it will 
be remembered, the Chancellor of the Exchequer was entitled to 
sit as a Judge along with the Barons, and for the sake of formality 
a newly appointed Chancellor of the Exchequer used to sit as a 
Judge and hear a case or two. 

In 1834 an Act was passed abolishing the old office of the 
Exchequer, and the elaborate ritual of triple-locked chests and of 
wooden tallies was done away with and the highly fee-paid sine- 
cures, the Auditor of the Eeceipt, the Tellers and the Clerk of the 
Pells, ^ were abolished, and in their place a department under a 

amount actually paid), in the entry of the pell or receipt. Tallies of Pro, from 
the word pro, for the benefit of, the person named, were instruments of payment 
and were like a modern cheque on a banker. It was given by the Exchequer 
as a charge upon some public accountant, who paid the sum thereon out of the 
revenues m his hands. The Pro tally was a voucher or cheque and was the same 
as if money had been actually paid into the Exchequer of Peceipt. The Tallies 
of Pro are sometimes called the Tallies of Assignment, or of Anticipation. The 
tally was a willow* stick about one inch in depth and thickness and not exceeding 
five feet in length. The stick was split in half lengthways through the notches, 
one-half constituting the tally, the counter tally or the counterfoil being kept 
at the Exchequer as a check. The transaction was wTitten in duphcate on each 
side, and both parts could easily be fitted together if the payment was disputed. 

^ Hall, The Antiquities and Curiosities of the Exchequer, 1891, p. 131. Cf. 
History and Antiquities of the Exchequer from 1066 to Edward II., with a Copy 
of the Ancient Dialogue by Gervasius Tilburiensis and the Boll of Quinto Begis 
Stephani (Thomas Madox, 2 vols., 2nd edition, 1769). 

“ Pell is a skin or roll of parchment kept at the Exchequer from early times. 
There were two peUs, the pell of receipt {pellis receptorum) and the pell of dis- 
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single Comptroller, wliose inde]3endence was guaranteed by his 
salary being charged like those of the Judges on the Consolidated 
Fund and not subject to annual vote, took charge of the newly 
organised department. The detailed business of making pay- 
ments was transferred to the Paymaster-General, whose office 
was further enlarged in 1836 and 1848. In 1866 the Exchequer 
was abolished altogether as a distinct department of State, and a 
new department, the department of the Exchequer and Audit, 
was established in its place. The ancient term Exchequer now 
survives only in the name of the Chancellor of the Exchequer and 
in the title of the national banking account of the United King- 
dom, the central account of which is called “ His Majesty’s 
Exchequer ” or '' The Account of the Consolidated Fund of Great 
Britain and Ireland ” (formerly at the head office in Dublin, now 
at the Belfast branch only). The banking account solved the 
problem of the custody of the public money. 

The Exchequer was in the palace of Westminster. It must be 
admitted that the system of control and check worked on the 
whole well, because there are only two robberies mentioned from 
the Norman Conquest down to 1834. The first was in 1303 in the 
thirty-first year of Edward I.’s reign, when the King was absent 
from Westminster, being then in Scotland. The wall of the 
Chamber was broken through and much treasure, gold, silver, 
and jewellery, stolen. The whole loss was equivalent to nearly 
£2 millions at the present time. According to Palgrave’s 
Kalendars of the Exchequer, this was perhaps the earliest record 
of a formal criminal proceeding by the Crown. Eleven monks 
were the principal criminals, and at their instigation John the 
mason, assisted by Adam the carpenter, broke through the Avail 
of the Treasury. It was found that the robbery AA'-as actually 
efiected by Richard de Pudlicote, that William the porter at the 
King’s palace was an accomplice, and that Geryn le Lyndraper 
received some of the plunder and hid it in his house and garden 
and afterwards removed it to a hedge in St. Pancras Fields, from 
where it was recovered. Nineteen other persons were found 
guilty of being accessories to the robbery, which took four months 
to carry out. Eleven monks of the Abbey of Westminster 

bursement {pellis exituum). In the plural it meant the Office of the Exchequer 
in which these were kept, and the Clerk of the Pells therefore was an officer 
responsible for the receipts and disbursements on the parchment rolls in the 
Exchequer. 
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together with fifteen other persons were committed to the Tower, 
and eight other persons were sent to Newgate, including Joanna, 
daughter of Eichard le Tailleur, concubine of Eichard de Pudli- 
cote, the monk who subsequently confessed the whole matter. 
Much of the plunder had been concealed in the enclosure within 
the cloisters used as a cemetery, which had been purposely sown 
with hemp in the spring, the persons having charge of the en- 
closure being parties to the robbery. The thieves were em- 
barrassed by the amount of gold, silver, and jewels, and they left 
behind considerable amount of treasure, including the King’s 
great crown and three other crowns, and also a great quantity of 
jewels and plate. The robbery took place in the Pyx Chamber 
in which was also kept the Pyx chest.^ The door was lined inside 
and outside with human skins and driven full of nails. Scott in 
his Gleanings from W est7nvnster Abbey states that he recently 
found a piece of what seemed to be white leather remaining on the 
door, which was proved to be human skin, and he refers to an old 
tradition that they were skins of Danes, tanned and fixed there 
as a memorial of delivery from them. He was, however, of opinion 
that they were not the skins of Danes but of persons executed for 
sacrilege, and that the custom of Iming the doors with these 
human skins was intended to terrify other depredators. The 
second robbery was in 1729, when the office of one of the Tellers 
of Exchequer at Westminster was broken into and over 
£4191 stolen. The tradition in the Exchequer was that the 
entrance into the Teller’s office was obtained from a lower room 
by breaking through the floor ; but no trace of the thieves was 
ever found. The money was replaced out of the sinking fund 
under a Parliamentary vote. 

The Exchequer to-day is a department which authorises pay- 
ments by Government departments after an examination has 
been made that there is Parliamentary authority. The Ex- 
chequer, too, examines the accounts in order to see that all 
expenditures have been in accordance with Parliamentary 
authority. The Comptroller and Auditor- General is, therefore, 
the watch-dog of Parliament. The Treasury, on the other hand, 
is the administrative department of Government responsible for 
the Budget and the management of the national revenue, although 

^ Of. the Pipe Boll of 11 Henry II. (1165). The Assay ers of the Pyx 
appear in 1281. 
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the actual collection of revenue is made through the Commis- 
sioners of Inland Revenue and the Commissioners of Customs and 
Excise — two departments which are distinct from the Treasury 
but closely connected with and subordinate to it. Revenue 
which is actually earned is collected by the departments concerned, 
such as the Post Office. The Treasury supervises all other 
departments and stands among the departments of State pre- 
eminently apart. It would not be wuong to say that it is the 
fountainhead of the whole administration of the country financial 
or otherwise. It is concerned with the management of other 
departments in regard to salaries, wages, accommodation, etc. 
It performs the day-to-day work wdiich is concerned with supply 
(or public expenditure) and is responsible for finance which is 
related to the receiving of loans, currency, banking, and the like. 
It is the central agency of the Government continuously super- 
vising the details of the work of other administrative departments, 
so that money is not wasted and financial sacrifice is standardised 
among the departments. It exercises a direct control by the mere 
fact that the House of Commons grants the credit to the Crown 
and not to Ministers. The Crown must state how a credit is to 
be used, and it is the Treasury through which the Crown makes its 
will known. Therefore a Minister must obtain Treasury author- 
isation before making any expenditure. When Parliament has 
granted supply to the King, no money can come out of the 
Exchequer except in obedience to a warrant under the royal sign- 
manual countersigned by two Lords of the Treasury. Generally 
speaking, nothing can be done in any way involving expenditure 
of public money, not even in regard to the Army, Navy, and Air 
Force, without the consent of the Treasury. It may contract 
short-term loans, ways and means advances from the Bank of 
England, or raise Treasury bills through the agency of the Bank. 
It issues in the form of Treasury Minutes, based on the Committee 
on Public Accounts of the House of Commons, instructions 
regarding public expenditure and accounts.^ It corresponds to 
the Ministry of Finance in most European countries, although it 
enjoys a status to which many of these look with envy. The 
confusion which sometimes exists between the functions of the 
two departments, the Exchequer and the Treasury, arises from 

^ Vide The Epitome of the Reports from the Committees on Public Accounts 
1857 to IQlOy and of the Treasury Minutes thereon. 
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tlie fact that the Finance Minister, i.e. the de facto head of the 
Treasury, is called, for historical reasons, the Chancellor of 
the Exchequer, although he has little or nothing to do with the 
Exchequer except in regard to (1) the appointment of the Comp- 
troller and Auditor-General, and (2) the Treasury’s statutory rela- 
tions with the Exchequer department. He has indeed no statutory 
power over the Exchequer apart from his position as second Com- 
missioner of the Treasury. He with the Permanent Secretary 
(who is also Head of H.M. Civil Service and a permanent staff 
is responsible for the daily work of the Treasury. The Chancellor 
of the Exchequer is not only in control of expenditure but also of 
revenue. He is therefore in a position to impose an effective 
restraint upon the demands of his colleagues. It is sometimes 
argued that he should not be in charge of both revenue and of 
expenditure at the same time. But if he is to keep the reservoir 
full of water he must also be in a position to regulate its outflowed 
By virtue of his office, he is also Master of the Mint ; Senior 
Commissioner for the reduction of the National Debt ; a Trustee 
of the British Museum ; an Ecclesiastical Commissioner ; a 
Member of the Board of Trade ; a Member of the Board of 
Agriculture ; a Commissioner of Public Works and Buildings, 
Local Government, and Education ; and a Commissioner for 
regulating the office of the House of Commons. 

During the eighteenth century the Lords of the Treasury used 
to meet at a Board and transact business. The practice of holding 
such formal meetings was maintained until 1856, since when these 
meetings have been discontinued. Gradually the legal and 
administrative functions were separated, and the fiscal wmrk was 
placed under the control of the Lord Treasurer assisted by the 
Chancellor of the Exchequer, while a Chief Baron and three or 
four other Barons did the judicial work. The earliest record of 
the appointment of a Chancellor of the Exchequer is the 18 
Henry III. (1234). The author of the Dialogue on the Exchequer 

^ The papers regarding the decision to give the Permanent Secretary of the 
Treasury the designation also of Head of H.M. Civil Service have been lost, 
as the Prime Minister informed the House of Commons. In some quarters this 
designation has given rise to criticism. But it is an undoubted fact. 

- The tendency to make the Treasury a spending department by placing 
the Chancellor of the Exchequer in charge of Bills such as Old-Age Pensions, 
Unemployment Insurance, or Public Assistance during their passage through 
the House or in charge of these after they have been passed into law, is to 
weaken financial control. 
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tells us that he was bound equally with the Treasurer to see to 
the correctness of the Great Boll. If the Treasurer was in error 
he was “ to rebuke him with modesty and to suggest what ought 
to be done ’h If the Treasurer persevered, the matter was to be 
argued before the Barons, and left to their decision. The Chan- 
cellor of the Exchequer had to take charge of the King’s Seal 
(cancellarium) which was in the Treasury as Avell as to keep a 
check upon the Treasurer. 

The present functions of the Chancellor of the Exchequer with 
regard to revenue matters may be traced as far back as the time 
of Henry VII. Under Henry VIII. the office of the Chancellor 
of the Exchequer was combined with that of the Lord Treasurer 
in the person of Thomas Cromwell. From 1612 the office of the 
Lord High Treasurer of England was placed in commission except 
for certain intervals, and the Treasury, which originated between 
the eleventh and fourteenth centuries as a branch of the Ex- 
chequer,^ was placed under Lords Commissioners of the Treasury. 
With the disappearance of the Lord Pligh Treasurer the Chan- 
cellor of the Exchequer is one of the most important appointments 
under the Crown, though in the official hierarchy he is placed 
inferior to some of his Cabinet colleagues. Acts of Parliament 
frequently state that this or that matter shall or may be done by 
the Treasury. The Act of 1859 declares this to mean that the 
requisite document shall be signed by two of the Commissioners. 

The Finance Minister and the Budget 

3. One of the many lessons of the Great War is that there can 
scarcely be a more patriotic or more far-reaching service to the 
State than that of presenting a balanced Budget. This neces- 
sitates unusual qualities on the part of a Finance Minister. He 
has to bring to the task’ of public finance a mind keen and alert, 
an intelligence trained in the best of schools, a natural capacity 
for business, a genuine and practical sympathy with various 
communities, especially the mercantile community, and a keen 

^ Cf. Madox, History of the Exchequer : “ The Exchequer was at first a 
general name, signifying as well the place where the King’s revenue was super- 
vised and managed, as that where it was wont to be paid in. In the early time 
that part of the Exchequer where the King’s treasure was told, reposited, or 
issued, was usually called Thesaurus. In process of time, the receipt of Ex- 
chequer was usually called Inferius Scaccarium, Scaccarium do Recepta, and 
Recepta Scaccarii ” (p. 179). 
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desire to be up and doing. He must be, as Lord Morley would 
have said, a paragon. A Finance Minister is not merely a veritable 
lion of the Treasury, but also a vigilant guardian of the public 
purse, who upholds the arms of the Government in its annual 
struggle with the Amalekites in Budget debates. He is something 
more than a framer of taxes and a manipulator of Budgets. He 
must never resist the dictates of common sense, and must show 
a readiness to meet criticism and an anxiety to win his point by 
carrying conviction that is not always found behind an official 
waistcoat. His mind, in Emerson’s phrase, must be '' locked and 
bolted to results Wellesley, a former Governor-General of 
India, once said that the secretaries of the Government of India 
combined the industry of clerks with the talents of statesmen. 
The financier must exalt the statesman and eliminate the clerk. 
He ought not to be selected for political prowess or, worst of all, 
for mere seniority in a country’s service. He would then be no 
better than a financial mandarin of the Celestial Kingdom, clad 
in yellow jacket, a peacock feather, and a red button, possessing 
little or no knowledge of la haute finance. 

Owing to the advance in statistics in the last few decades, 
greater accuracy in the Budget is now possible. There is at hand a 
greater mass of information regarding the commercial, industrial, 
and agricultural life of a country than at any moment hitherto. 
One can hardly believe that in Great Britain until 1802 no regular 
statement of the finances of the country was published, and until 
1822 no balanced annual account of the pubhc income and 
expenditure was regularly presented to Parliament.^ In some 
countries a Finance Minister’s duties have been combined with 
those of other administrative functions, often, if not always, to 
the country’s financial detriment, as he cannot then possess the 
severe detachment and independence so necessary for the proper 
discharge of his duties. There was, for example, no Finance 
Member of Council in the Government of India until 1859, when 
Wilson’s capable hands took the financial tiller. Similarly, 
Alexander Hamilton’s brilliant work in a short life — he was killed 
in a duel at the age of forty-seven near Weehawken, opposite 
New York — is a great example of the value of specialisation and 
independence in this sphere. 

^ Anson, Law and, Custom of the Constitution, part ii p. 318 (Clarendon 
Press, 1892). 
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The Preparation of the Budget 

4. The executive or tlie administration prepare the Budget for 
the legislature. It is of importance to study the financial systems 
in this regard in the case of Great Britain, France, Germany, the 
United States, and India, and to show from a study of these the 
main principles underlying the preparation of the Budget. 

The preparation of the British Budget is a lengthy process. 
It has already been shown that no proposal involving expenditure 
can be effected without Treasury sanction. During the financial 
year, therefore, departments approach the Treasury with requests 
to sanction additional expenditure, either recurring or non-recur- 
ring, or forthwith or from some future date. The Treasury 
requires a statement with full explanations and then decides 
whether to accept or to refuse the proposals in whole or in part. 
If the proposals are accepted, the decision is referred to the 
Treasury estimate clerks, who note it for the preparation of the 
next Budget. On 1st October the Treasury sends a circular to 
the various departments requesting them to prepare their budgets 
for the next financial year. These estimates are subject to a 
careful check in the accounts department of each office, and again 
in the Treasury, where each item is examined and Treasury 
authority for it checked. The reasons of any increase, temporary 
or otherwise, are examined and the possibility, as in stores, for 
lower estimates when there is a fall of prices and similar intelligent 
scrutiny are brought to bear on these estimates. When approved 
or modified by the Treasury these are published in separate 
volumes classified in detail according to services, and presented 
to Parliament. Expenditure connected with the fighting services 
must also be approved by the Treasury, especially in regard to 
the pay of the civilian staff. But the strength of the forces is a 
matter of high policy which is settled in the Cabinet and technical 
requirements are not susceptible to minute Treasury examination. 
Each of the fighting services, however, has a high financial officer 
whose duty it is to watch over the financial interests within his 
department. The estimate of the Consolidated Fund charges, 
which are not voted annually by the House of Commons, is next 
prepared. This includes charges resting upon statutory founda- 
tion such as the National Debt payments, payments to local 
authorities, the Civil List, salaries and pensions of Judges, the 
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Speaker of the House of Commons, the Comptroller and Auditor- 
General, and others whose independence is maintained by de- 
priving the House of Commons of an opportunity for criticism 
which would be afforded if the salaries were voted annually. 
These charges and the supply charges are added together and 
give the total expenditure which the revenue has to meet. The 
revenue estimates are prepared in the light of many factors such 
as the state of trade, the growth of population, and similar factors. 
The revenue departments — the Inland Revenue, Customs and 
Excise, and the Post Office — make detailed estimates of receipts 
based on the existing basis and on the basis of any changes which 
are to be introduced in the Budget. The Treasury then allows 
for capital transactions and miscellaneous revenue and strikes the 
balance of the estimated surplus or deficit. The final result 
usually shows a surplus after taking into consideration various 
contingencies. The Chancellor of the Exchequer lays before the 
Cabinet his draft Budget and the measures by which he proposes 
to meet the financial needs of the nation in the coming year. 
After approval or criticism by the Cabinet, the Budget is prepared 
in its final form and presented to the House of Commons, when 
the Chancellor of the Exchequer makes his annual Budget 
speech. 

In France the budgetary system dates back to the Law of 
25th March 1817.^ The financial administration is under the 
Ministry of Finance. Since 1925, however, a Ministry of the 
Budget exists side by side with the Ministry of Finance, and this 
dual administration has not been beneficial. The French Budget, 
in contrast to the German Budget, is weak in regard to the power 
of the executive although strong in regard to the legislature. The 
Ministry of Finance does not exercise any effective control over 
the financial activities of the other ministerial departments. The 
preparation of the Budget begins as early as eighteen months 
prior to the period to which it refers, and much happens in so long 
a period to vitiate the accuracy of the estimates. The Minister 
of the Budget is inferior to the Minister of Finance and is not 
superior to the other Ministers. The latter submit to the Minister 
of the Budget their proposed expenditures, but he has no power 

^ Article 151. Modifications to be found in the Laws of 14th September 
1822 ; 1st September 1827 ; 15th May 1850, Article 9 ; 30th April 1921, Article 
43 and subsequently. 
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to control them. After a series of inter-ministerial negotiations 
during which the Council of Ministers may be called upon to settle 
disputes, the Budget is completed and submitted to the Chamber 
usually five months before the opening period of the Budget. 
The powers of both the Minister of Finance and the Minister 
of the Budget are much impaired by the “ Commission des 
Finances ” of the Chamber of Deputies and that of the Senate, 
and by the Deputies and Senators themselves. Because of the 
w^eakness of control and responsibility for the Budget, supple- 
mentary estimates are of much importance. In these circum- 
stances, as Gaston Jeze has well said, '' the authority of the 
Minister of Finance and the Minister of the Budget depends 
entirely upon their personalities. The French Budget has no 
responsible author ; it is the offspring of an unknown father.” 
The Ministry of Finance has an official, the Controleur des 
depenses engagees, in each ministry who supervises expenditures. 
It is true that all proposals involving expenditure must be sub- 
mitted to him for countersignature, but in practice this power is 
considerably reduced. If he refuses countersignature, an appeal 
is made to the Minister of Finance, who gives the final decision. 
The Minister of Finance, it may be noted, has the power to incur 
public expenditures regardless of their legality. His orders must 
be obeyed by the Controleurs and the Accountants, even if con- 
trary to law. In practice the Controleur is not allowed to deal 
with the expediency of expenditure, although he has the right to 
comment on the efficiency of the methods employed. His duty 
is to see whether the expenditure is in conformity with the credits 
voted by Parliament ^ and generally in accordance with the law. 
By the Law of 10th August 1922 a Minister who incurs expenditure 
without the endorsement of a Controleur is held civilly and 
criminally responsible, but the Law has never been enforced. 
This Law, it is interesting to note, authorises the Government to 
open credits by a decree of the Council of Ministers for expendi- 
tures necessary in the interest of security, provided that these 
credits are subsequently ratified by Parliament. The Govern- 
ment makes frequent use of this power, which tends to decrease 
Parliamentary control. Another feature of the French Budget 
is that all fiscal items are not included, and thus Budget unity is 

^ The word Parlerneiil is used to describe the legislature — the Chambrc des 
Deputes and the Senat. 



954: 


THE SCIENCE OF PUBLIC FINANCE 


BK. V 


not, as ill Great Britain, adequately preserved. The Minister of 
Finance is resjionsible for the collection and the distribution of the 
public revenues, for the national debt, and the auditing of the public 
accounts. There is no office comparable to the office of Comptroller 
and Auditor- General in England, which sees that the Minister of 
Finance carries out the will of Parliament, The Minister of Fin- 
ance himself is the only authority charged with this. The executive 
in France has a less share in the preparation of the Budget than in 
Germany, and much less than in the case of the United Kingdom. 

The budgetary procedure in Germany is outlined in the Budget 
Act, '' Eeichshaushalts-ordnungsgesetz ”, of December 1922.^ 
The Constitution itself contains several specific provisions re- 
garding budgetary procedm^e. The Budget is a unified single 
budgetary system with twenty subdivisions. It is called the 
Gesamtplan, classified according to ministries, other govern- 
mental bodies, and in several instances by functions which are 
not carried out by the ministries. Expenditure is classified into 
ordinary and extraordinary categories, but there are no annexes 
or extraordinary budgets as in France. The receipts from, and 
advances to, the Lander are included in the Eeich Budget, and 
this enables the Eeich to have general control over local finances. 
The preparation of the Budget is undertaken by the Ministry of 
Finance. The Finance Minister has much larger powers than in 
France and he possesses the right to criticise the proposed 
expenditures of other Ministers, and when necessary the matter 
goes before the Cabinet. The Minister of Finance can insist that 
the Council take a fresh vote at the meeting at which all Ministers 
are required to be present, and the credit is granted only if the 
majority of the Ministers are in favour of it and if the Chancellor 
of the Eeich votes with the majority. Each ministry or authority 
or individual authority submits its plan before 15th August in 
each year to the Minister of Finance, who reviews the estimates 
and holds conferences with various Ministers. The Budget 
approved by the Council of Ministers is submitted to the Eeich s- 
rat, a body composed of delegates from the states, where it is 
examined by a Commission of which the chairman is the Minister 
of Finance. The Minister may ask that the modifications pro- 
posed by the Eeichsrat be submitted to the Council of Ministers. 

^ Amendments to the Act are found in the Laws of 14th April 1930 and 13th 
December 1933. 
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Tlie Ministers may approve or reject these. If the Budget is 
approved it is next submitted to the Reichstag, which, however, 
on 23rd March 1933 virtually gave absolute power to the Chan- 
cellor and his Cabinet. The Enabling Act passed on the following 
day permitted the Cabinet to make laws by ordinances, even 
including such laws as are not in accordance with the Weimar 
Constitution. By the Law of 1st February 1934 the sovereign 
rights formerly possessed by the Federal states passed into the 
hands of the Reich Cabinet. The Reichstag’s powers are under 
the Hitler regime merely advisory. In the German financial 
system the Minister of Finance cannot control his colleagues’ 
expenditure to the same extent as in the English system. He is 
not even authorised to have controllers of ex])enditure of his own 
in each ministry. The Ministers have their own special officials 
who look after the expenditure. The system of monthly dis- 
tribution of funds is modelled on the French system, the Minister 
of Finance determining the amount to be passed for payment. 
The Minister of Finance is in charge of the. collection and preserva- 
tion of revenues and also of the issue of public loans. The actual 
administration of the national debt is reserved to an independent 
organ, the Reichsschuldenverwaltung. The Reich sbank works in 
close co-operation with the Ministry of Finance and discounts its 
short-term certificates. There is no office to ensure compliance 
with the Budget law as passed by the Reichstag, although there 
are special Budget officers in each ministry looking to this work. 
It may be said without fear of contradiction that on the whole the 
Minister of Finance has less power in financial administration than 
has the Chancellor of the Exchequer, but greater power than his 
colleague in the French system. The part played by the Reichs- 
bank in financial administration is also inferior to that of the 
Bank of England or the Bank of France. 

The most remarkable feature in financial administration in 
the United States in the present century was the adoption of the 
executive Budget first by a large number of cities and local 
authorities and by all the states, and in 1921 by the Federal 
Government itself. In order to improve municipal administration 
special attention was given to the administration of finance upon 
a budgetary basis as far back as 1899, when the National Municipal 
League drafted a Municipal Corporation Act in which the pre- 
sentation of a Budget by the head of the executive was proposed 
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and no council was to increase any item in the total of the Budget „ 
A number of states imposed a budget and an accounting system 
upon their counties and other local governments. The framing of 
budgets by a board consisting of members who are administrative 
heads of State departments and are in some cases members who 
have no administrative duties, is disappearing. The legislative 
budget, however, in contrast to the executive Budget, is still 
common among counties and other local govermnental authorities. 
The movement in favour of the executive Budget spread from 
municipalities to the states beginning with California, Wisconsin, 
and Massachusetts in 1912. By 1916 all but two states of the 
Union had passed budgetary legislation of some sort. Seven 
states have written budgetary provisions into their Constitution. 
In one or two states only is the preparation of the budget still of 
an unsatisfactory character. In Maryland, one of the states to 
provide for a budget in its Constitution, the Governor is required 
to obtaui estimates from the various divisions of the Government 
which he may revise except those relating to the legislature, 
judiciary, and school system. He submits his estimates in the 
form of two budgets and two bills for one year each, since the 
legislature meets only once in two years. The legislature may 
not increase those relating to the branches of Government other 
than the legislature and judiciary, but may reduce other heads 
with certain exceptions such as salaries for officers during the 
term for which they have been appointed. The Massachusetts 
budget plan is similar to the Maryland budget, except that the 
legislature may make increases subject to the authority of the 
Governor to veto individual items in appropriation bills. In 
California no appropriation bill, unless for legislative expenses, 
may be passed without the approval of the Governor. The 
Governor may reduce or eliminate items, but the legislature by a 
two -thirds vote may override his decision. In Pennsylvania the 
Secretary of State appointed by the Governor is the budget 
officer. The legislature is not limited in its action on the budget, 
but the Governor may veto particular items of appropriation bills. 
In Wisconsin a board of affairs is in charge of the preparation of 
the budget and consists of the Governor as chairman, three of his 
appointees, the Secretary of State, the President of the Senate, 
the Speaker of the House of Representatives, and the chairmen 
of the two legislative finance committees. In Vermont, Tennes- 
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see, New Mexico, Utah, Illinois, and Nebraska an executive 
budget is prepared, but in other states budgets are largely the 
result of legislative rather than of executive action. The Institute 
of Government Research in 1916 prepared and secured the adop- 
tion by Congress on 10th June 1921 of a Bill providing for a 
budgetary system which was passed into law as “ The American 
Budget and Accounting Act, 1921 Previous to this there was 
no executive Budget in the Federal Government. As late as 
1917 there w^ere twenty-nine separate Committees of Congress, 
fourteen in the House of Representatives and fifteen in the Senate, 
which prepared Bills requiring expenditure of public moneys. 
Ten of the House Committees and eight of the Senate Committees 
reported appropriation measures, but other Committees had 
charge of matters which required appropriations to be prepared 
by some one of these appropriation Committees. The Committees 
were entirely independent of the executive, and indeed were inde- 
pendent of the Committees in charge of revenue. There was, in 
short, no complete financial plan. No request for funds by 
administrative officers may now be made except through the 
Budget unless Congress specially requests it. The Budget is 
prepared by the Bureau of the Budget, which is housed in the 
Treasury, at the head of which is the Director of the Budget, who 
is responsible to the President of the United States. The pre- 
liminary estimates are prepared by the Budget Bureau along lines 
approved by the President for his fiscal programme. The 
President is no longer merely de jure head of the administration, 
but is now de facto as well. The x4.ct has changed also his relations 
with the various administrative departments and with Congress. 
Expenditures may be decreased or deleted by the Administration 
unless these involve failure to carry out the enacted activities. 
Under emergency legislation during the Trade Depression of 1931 
to 1935, wide discretionary powers regarding changes in ex- 
penditure and appropriations were vested with the Director of 
the Budget. The preparation of the Budget requires about six 
months and the President submits it usually to the Congress 
shortly after the opening session in January. The revenue 
estimates are prepared under the joint supervision of the Budget 
Bureau and the Treasury. The Secretary of the Treasury, how- 
ever, cannot be compared in Budget matters with the Chancellor 
of the Exchequer because of the pre-eminence of the President 
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and the Bureau of the Budget. The important position of the 
President and the Director of the Bureau is well seen from the 
Act itself. Section 201 of the Act prescribes that the President 
of the United States shall transmit to Congress on the first day 
of each regular session, the Budget, which shall set forth in sum- 
mary and detail : 

{a) Estimates ol the expenditures and appropriations neces- 
sary in his judgment for the support of the Government for the 
ensuing fiscal year ; except that the estimates for such year for 
the Legislative Branch of the Government and the Supreme 
Court of the United States shall be transmitted to the President 
on or before October 15th of each year, and shall be included by 
him in the Budget without revision ; 

(6) His estimates of the receipts of the Government during 
the ensuing fiscal year, under (1) laws existing at the time the 
Budget is transmitted, and also (2) under the revenue proposals, 
if any, contained in the Budget ; 

‘‘ (c) The expenditures and receipts of the Government during 
the last completed fiscal year ; 

{cl) Estimates of the expenditures and receipts of the Govern- 
ment during the fiscal year in progress ; 

“ (e) The amount of annual, permanent, or other approjDriations, 
including balances of appropriations for prior fiscal years, avail- 
able for expenditure during the fiscal year in progress, as on 
November 1 of such year ; 

''(/) Balanced statements of (1) the condition of the Treasury 
at the end of the last completed fiscal year, (2) the estimated 
condition of the Treasury at the end of the fiscal year in progress, 
and (3) the estimated condition of the Treasury at the end of the 
ensuing fiscal year if the financial proposals contained in the 
Budget are adopted ; 

“ {g) All essential facts regarding the bonded and other in- 
debtedness of the Government ; and 

“ {h) Such other financial statements and data as in his opinion 
are necessary or desirable in order to make Imown in all practicable 
detail the financial condition of the Government.” ^ 

1 Act, June 10, 1921, C. 18, § 201, 42 Stat. 20. Barnes Federal Code, 1923, 
cumulative Supplement (Indianapolis, The Bobbs-Merrill Company). Barnes 
Federal Code, 1919, contains information up to December 1918 : the 1923 
Supplement refers to the years 1919-1922. 
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It is also prescribed in Section 202 of this Act that : 

(a) If the estimated receipts for the ensuing fiscal year con- 
tained in the Budget, on the basis of laws existing at the time the 
Budget is transmitted, plus the estimated amounts in the Treasury 
at the close of the fiscal year in progress, available for expenditure 
in the ensuing fiscal year, are less than the estimated expenditures 
for the ensuing fiscal year contained in the Budget, the President 
in the Budget shall make the recommendations to Congress for 
new taxes, loans, or other appropriate action to meet the estimated 
deficiency. 

“ (6) If the aggregate of such estimated receipts and such 
estimated amounts in the Treasury is greater than such estimated 
expenditures for the ensuing fiscal year, he shall make such 
recommendations as in his opinion the public interests require.” 

And also in Section 203 in regard to supplemental grants or 
deficiency estimates that : 

'' (a) The President from time to time may transmit to Con- 
gress supplemental or deficiency estimates for such appropria- 
tions or expenditures as in his judgment (1) are necessary on 
account of laws enacted after the transmission of the Budget, or 
(2) are otherwise in the public interest. He shall accompany 
such estimates with a statement of the reasons therefor, includ- 
ing the reasons for their omission from the Budget. 

'' (b) Whenever such supplemental or deficiency estimates 
reach an aggregate which, if they had been contained in the 
Budget, would have required the President to make a recom- 
mendation under subdivision (a) of Section 202, he shall thereupon 
make such recommendation.” 

The Bureau has the authority ‘‘ to assemble, correlate, revise, 
reduce or increase the estimates of the several departments and 
establishments ” (section 207). The head of each department 
appoints a Budget officer who prepares the estimates of appro- 
priations (section 214), and these officials are liaison officers 
between the departments and the Bureau, the Bureau dealing 
directly with them in the routine work of the Budget. They 
supply estimates to the Bureau in prescribed forms (section 216). 
The Bureau of the Budget may also be directed by the President 
to inspect departments and establishments in order to determine 
what changes should be made in the interest of economy and 
efficiency in '' (1) the existing organisation of activities, and 
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methods of business of such departments or establishments ; 
(2) the appropriations therefor ; (3) the assignment of particular 
activities to particular ser\dces ; or (4) the regrouping of services ” 
(section 209). The Bureau of the Budget may obtain under 
presidential regulations any information which it requires, and 
officials of the Budget Bureau have access to the records of any 
department which they wish to inspect (section 213). 

There are six steps in the preparation of the American Federal 
Budget which are : (1) the President’s financial policy ; (2) the 
preliminary estimates ; (3) the final estimates ; (4) the hearings 
before the Board of Estimates of the Bureau ; (5) the estimates 
returned to departments for revision ; and (6) the preparation of 
the Budget document itself. The Budget document is a volume 
of 1500 pages published by the Bureau of the Budget and is very 
comprehensive. 

The contrast before and after 1921 is startling. Before that 
year the problem of financial administration as a whole in the 
United States left much to be desired. The Secretary of the 
Treasury was merely a compiling officer who is to submit estimates 
to Congress. He had power to modify the proposals transmitted 
to him by the heads of the various departments. The President 
had no department at his disposal through which he could 
effectively exercise his authority. In Congress itself there was 
division of responsibilities owing to the many Committees. Since 
1921, however, the President is charged with the preparation of 
the Budget estimates on specific lines, and he is assisted in his task 
by the Bureau of the Budget with a Director responsible to the 
President only. No department now may submit to Congress 
direct an estimate for appropriations. Congress itself has done 
away with the numerous Committees, and has one strong Com- 
mittee on appropriations in the House of Eepresentatives and one 
Committee on appropriations in the Senate. The result has been a 
considerable saving in expenditure and a very great improvement 
in financial administration which has not only affected the Federal 
Government but has spread to states and local authorities. 

The Budget in India is presented to the legislature usually 
four weeks before the close of the financial year, which ends on 
the 31st of March, so that the whole of the discussion may be 
completed before the year begins. Various heads of departments 
prepare their estimates, and in some cases these are taken in hand 
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as early as August of the year previous, i.e. six or seven months 
before the end of the financial year. The returns filled in by 
administrative officers are in three parts : (a) the revenue and 
standing charges of a more or less permanent nature, which, 
though they may vary from year to year, are not dependent on 
the head of the department. These charges are, for example, the 
salaries of the permanent establishment and ordinary contingent 
expenditure ; (b) charges which are fluctuating from year to year, 
but are not new objects of expenditure. Ordinarily, stores 
required by the department are of this nature ; and (c) new 
items of expenditure. The estimates give the actual expenditure 
of the previous year, the sanctioned expenditure for the current 
year, and the probable expenditure for the coming year. Ex- 
planations are given of increases or decreases, and these are com- 
pared with the current year. One of the rules followed in the 
preparation of these estimates in this country is not to include 
in the estimates any new charge unless sanctioned by competent 
authority. The heads of offices submit their estimates to the 
administrative departments of Government at headquarters, 
which in turn scrutinise the estimates. Part I. of the returns, 
(a) above, is mainly scrutinised by the Administrative Depart- 
ment and the Accountant-General. The second part, (b) above, 
is reviewed by the Finance Department and the Accountant- 
General, the Accountant-General accepting the orders of the 
Finance Department as final in this respect. The third part 
of the return is that which receives the most careful scrutiny. 
The head of the office has to obtain the administrative approval 
of the department before the expenditure can be placed in the 
Budget. The Finance Department also scrutinises carefully 
these new items. The administrative departments then forward 
to the Finance Department memoranda explaining the necessity 
for each new item of expenditure, in order that these explanations 
may be placed first before the Finance Committee of the legisla- 
ture, and then before the legislature itself in a statement of new 
items showing (1) the cost of the new items and the head by 
which it should be borne in the Budget; (2) whether the cost is 
recurring or non-recurring; and (3) any explanatory memorandum 
showing the reasons for this new expenditure. The Accountant- 
General includes in the preliminary Budget forecast submitted 
to Government in December these approved items. 
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The Accountant-General prepares two editions of the Budget : 
(1) on the basis of the actual eight-monthly figures, and (2) on the 
basis of the nine-monthly figures. The duty of consolidating 
the estimates devolves on him for the provinces, the Finance 
Department deciding which figures shall be taken as final. The 
second edition of the Budget is prepared by about the second 
week of February, and important changes based on ten months’ 
actuals are incorporated in the Budget. With the completion 
of this the preparation of the Budget is ended, and it is ready for 
presentation to the legislature. Eight months after the beginning 
of the financial year, usually in November, four sets of figures are 
available for Budget purposes : (1) the accounts or final figures 
of the previous year ; (2) the Budget estimates of the current year ; 
(3) revised estimates for the current year ; and (4) the Budget 
estimates for the following year. 

The Government of India Budget, as distinct from the 
provincial budgets, includes, in addition to the expenditure of 
civil departments, the expenditure of non-civil departments, 
such as military finance, posts and telegraphs. It includes also 
expenditure incurred by the India Office, except that portion 
which is a part of the British Budget, and also of the office of the 
High Commissioner for India in London, whose estimates are 
forwarded to the Government of India for inclusion in their 
Budget. The railway budget is now separate from the main 
Budget, the net contribution to the latter by railways alone 
being shown. The narrower the time between the preparation 
of the Budget and the period to which the Budget refers, the 
closer will be the accuracy of the forecast. In India, however, 
the Budget is prepared before the monsoon falls, and there is 
therefore considerable uncertainty in the finality of the figures. 
There is usually a very detailed statement, called '' the Budget 
estimates ”, which gives in detail the expenditure for each office 
in the administration. In Great Britain such a statement is 
called the civil estimates They are part of the Budget, and 
are to the legislature of much importance. 

The fijiancial procedure in India in regard to the Budget, in 
so far as the executive is concerned, is of considerable interest to 
the student of public finance. It is based on the principle w^hich 
is now recognised as the foundation of any sound system of Budget 
procedure, that no proposal for the imposition of taxation or for 
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the appropriation of public revenues should be made to the legis- 
lature except by the executive. In this respect Budget procedure 
is similar to that of Great Britain. In some respects, however, 
there are difi'erences. There is no annual Appropriation Act in 
India. The proposals for the appropriation of revenues submitted 
by the Government require only a vote of the legislature in the 
form of demands for grants, and a resolution of the legislature 
approving a demand is sufficient legal warrant for the appropria- 
tion. The Budget or annual financial statement provided for in 
the Government of India Act of 1935 distinguishes expenditure 
on revenue account from other expenditure, and sums required 
to meet expenditure are divided into three categories : (1) those 
which are open to discussion but are not to be submitted to the 
vote of the legislature ; (2) those which will be submitted to the 
vote of the legislature ; and (3) proposals, if any, which the 
head of the executive (t.e. the Governor-General in the case of 
the Federation and the Governor in the provinces) may regard as 
necessary for the fulfilment of any of his special responsibilities. 
Ill the first category arc included (1) debt charges ; (2) the salary 
and allowances of the head of the executive, including personal 
or secretarial stall, salaries of Ministers, Judges, and the salaries 
and pensions payable to certain members of the Civil Service, and 
certain other sums such as provident and family pension funds ; 
and (3) in the case of the Federal Government, expenditure for 
the purpose of the discharge by the Governor-General of his 
functions with reference to defence, ecclesiastical affairs, and to 
external affairs. Most of the heads of expenditure of the first 
category are identical with, or analogous to, payments which 
would in the United Kingdom be described as Consolidated Fund 
charges and as such would not be voted annually by Parliament. 
There are two principal exceptions to this principle, viz. the 
salaries of Ministers and the salaries and pensions payable to 
certain members of the Civil Services or to their dependants. 
The convention in Great Britain whereby a motion for a nominal 
reduction in the salary of a Minister has become a useful method 
of criticising a department or ventilating a grievance, has not 
established itself in India, and experience has shown that the 
legislatures have misused their powers in such a way as to deprive 
Ministers of their whole salaries and to prevent a ministry from 
functioning at all. The safeguarding of the Civil Services under 
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responsible government lias also been necessary. All other 
estimates of expenditure embodied in the Budget are subject to 
the vote of the legislature, except where in regard to any demand 
which is necessary for the fulfilment of the special responsibilities 
of the head of the executive. Most of the heads of expenditure 
not subject to vote would not even in the United Kingdom be 
subject to an annual vote in Parliament, and the inclusion of 
those which do not fall within that category is justified as a 
matter of reasonable precaution in order that responsible govern- 
ment itself, as the Joint Parliamentary Committee has pointed 
out, may be a reality in the future. 

In the Federal legislature the Governor-General must lay the 
Budget before both Chambers, and the Governor in the case of 
provinces before the Chamber or Chambers. The Budget in all 
cases must show (1) the sums required to meet expenditure upon 
the revenues of the Federation in the case of the Federal Govern- 
ment, and in the case of the provinces expenditure charged upon 
the revenues of the provinces, and (2) sums required to meet other 
expenditure proposed to be made from the revenues of the 
Federation or of the provinces, as the case may be. Expenditure 
on revenue account has to be distinguished from capital expendi- 
ture. Sums, if any, to be included solely because the Governor- 
General or the Governor has directed their inclusion as being 
necessary for the discharge of his special responsibilities, must also 
be submitted in the form of demands for grants to the Assembly 
and thereafter to the Council of State. Supplementary state- 
ments of expenditure may be submitted to the legislature by the 
executive during the financial year when required and classified, 
as in the main Budget, in regard to sanction by votes. A similar 
procedure is followed in the case of legislatures in the provinces. 

The Fiscal Year 

5. In the preparation of the Budget there are one or two 
matters of importance which require further examination. In the 
first place there is the question as to the period to which the data 
should refer. Should it be a twelve-month, and should it be the 
calendar year ? In several states of the Union the budgetary 
period is biennial and in Alabama it is quadrennial. Before the 
War, in some German states biennial budgets were in vogue. 
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and in one state at least — Hesse — a triennial budget was pre- 
sented. In Prussia expenditure on the Army was for seven years 
at a time. The objection to a period longer than a year is a real 
one. It removes popular control over the executive and conceals 
important variations. A period shorter than a year ignores 
accidental changes and upsets administrative departments. For 
this reason supplementary budgets should be avoided, although, 
as we shall see, not necessarily supplemental grants or, in 
American phraseology, “ deficiency bills 'b 

The date of commencement of the fiscal year varies from 
country to country. In England from 1508 to 1799 the year 
ended at Michaelmas (1 0th October) ; from 1800 to 1832 the year 
ended on 5th January ; from 1833 to 1854 it ended on 5th 
January, 31st March, and 5th April. The reform of adopting a 
financial year ending on one date, 31st March, was carried out 
for the first time in the year ending 31st March 1855. In India 
the present financial year, following that of England, was intro- 
duced with effect from 1866.^ The financial year ending 31st 
March is used not only in Great Britain and India, but also in 
Canada, New Zealand, the Union of South Africa, Japan, Siam, 
Germany, Bulgaria, Denmark, Greece, Poland, and Rumania. 
The financial year ending 30th June is followed in the United 
States, Australia, Italy, Hungary, Norway, Sweden, Mexico, 
Newfoundland, and China. The change from the calendar year 
took place in the United States from 1844. The financial year 
coincides with the calendar year in France, Belgium, the Nether- 
lands, Spain, Switzerland, Czechoslovakia, Russia, Peru, Chile, 
Brazil, Jamaica, and Trinidad. Of fifty-four countries of the 
world twenty-six have adopted the calendar year, sixteen the 
year ending 3Lst March, and twelve the year ending 30th June. 
The selection of the financial year, and the fixing of the date of 
the presentation of the Budget to the legislature, are determined 
by administrative convenience. Accuracy in forecasting the 
revenue of the coming year and finally estimating the receipts 
and expenditure in the preceding year, are of importance. It 
was on this account that the Chamberlain Commission in regard 
to India suggested that the question of the calendar year should 
be considered or the commencement of the year from the 1st 
of November. The provincial governments were against the 
^ Cf. the author’s Indian Finance and Banking (London, Macmillan), p. 328. 
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change and commercial circles were divided in their opinion, 
and the Government of India decided in 1923 not to alter the 
dated Another point to remember is that the sanction of the 
legislature should be secured in time for raising taxation and 
authorising expenditure, and these two considerations should 
mainly govern the selection of the dates. 

France makes a distinction between the fiscal year and the 
fiscal period {V exercice).'^ The fiscal year corresponds to the 
calendar year, and the annual finance report contains only an 
incomplete statement of receipts and disbursements during this 
period, with the opening and closing balances. It is only a 
memorandum of account. An exercice is the official account- 
ing period also corresponding to the calendar year, but it contains 
all the receipts credited and the expenditure debited to the period 
whether they are actually paid or actually received in the twelve 
months or not. The accounts are thus based on payments of 
services in the year instead of on payments within the year. 
The French system of accounts distinguishes between accounts 
par gestion and accounts par exercice. Gestion accounts contain 
receipts and expenses during a given year, while exercice accounts 
contain receipts and expenses which, by their origin, relate to a 
particular year irrespective of the date at which they were 
collected or paid. The gestion accounts are closed on the last 
day of the Budget year (31st December), while the accounts par 
exercice remain open until 31st March following the end of the 
year, for liquidation of liabilities (issue of pay vouchers), until 
30th April for payment of liabilities and collection of claims, and 
until 31st July for final adjustment. Expenditure incurred but 
not liquidated or paid on the dates just indicated is transferred 
to the account of the current year under a separate heading, 
'' expenditure on closed budgets ’h The publication of closed 
accounts is often much delayed. The accounts, for example, for 

^ See Resolution of the Government of India in the Finance Department, 
No. 83 F.D., dated 18th January 1923. 

“ Vide Plazinski’s translation of Rene Siournds Budget (New York, 1917, 
D. Appleton & Co.). This is a classical work on matters connected with the 
Budget. His discussion on the French system will be found on pp. 115 and ff. 
Cf. also The Financial Administration of Great Britain (Willoughby, Willoughby 
and Lindsay, 1917, D. Appleton & Co.). See pp. 323 and h., Royal Statistical 
Journal, 1866. Willoughby, The Natioiial Budget System., ivith Suggestions for 
its Improvement (Baltimore, 1927) ; Buck, Public Budgeting (New York, 1929); 
Buchholtze, Reclinungswese^is in Reich, Staat und Gemeinde (Mannheim, 1924). 
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the exercice of 1918 were not finally closed even in 1923. The 
French method regards each year as possessing a personality of 
its own, renders comparison between difterent years easy and 
accurate, and attempts to show the real revenue and expendi- 
ture of the year, taking into account not merely the Treasury 
balances but also the amounts transferred to local disbursement 
officers but unexpended by them. It tries also to show how 
much of the revenue and expenditure is due to permanent and 
temporary causes. The main defect, and it is an important 
defect, in the French system is the delay in the closing of accounts. 
Some writers appear to hold that this method of accounting is 
the ideal one, and they censure Governments for not introducing 
it on the ostensible reason of avoiding more labour for officials. 
There is, however, as in most matters, another side to the question. 
In the first place, on the 31st of March any unspent appropriation 
in accounts closing on that date lapses. It is true that there is a 
tendency to spend up to these appropriations in some depart- 
ments by a rush of expenditure in March. This can be obviated 
by a strict system of control by which the apj^ropriation would 
not be allowed unless the amount is entirely and genuinely 
required. Cases have come to light when railways have bought 
railway sleepers and large quantities of stores necessary in order 
to avoid these lapses. Tliese are in most countries not large in 
comparison with the total appropriation, but nevertheless they 
deserve to be carefully watched. The main objection to the 
French system is the unreasonable delay which occurs before the 
exercice is complete, a period which may extend to five years, 
and when complete figures are available their value is not so 
much greater than the ordinary receipts and expenditures used 
in other countries. In France there is the memorandum which 
corresponds to the accounts in other countries ; but it does not, 
of course, givii details as in the exercice. One writer ^ suggests 
that most countries could follow the French method by taking 
accrued assets and accrued liabilities, as in the case of corpora- 
tions, and close the accounts within a period of eight or nine 
months after the end of the financial year. There is much to be 
said in favour of this. At the same time there is the simplicity 
of the British, American, and other systems. For Governments 
the object of accounts is not identical with that of corporations, 
^ Adams, The Science.oJ Finance, p 200. 
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since Governments simply wish to know how much has been 
spent and how much is on hand, and not so much their total 
assets and their total liabilities. 


The Contents of the Budget 

6 . The next question is whether receipts and expenditure should 
be gross or net, and to what extent detailed heads of expenditure 
should be shown. If gross figures are shown, all transactions will 
ordinarily be placed before the legislature, and serious scandals 
avoided. On the other hand, if gross figures are given there will 
be a tendency to swell unduly certain heads of expenditure and 
income, e.g. those connected with commercial services. Where 
the expenditure in the revenue-yielding departments is low and 
receipts in the spending departments small, it is the net figures 
that are of importance. On balance it is preferable to show gross 
figures, except perhaps in the case of commercial concerns where 
net figures may be given in the Budget proper with the gross 
revenue and expenditure data in the form of an appendix. It is 
preferable to have swollen and exaggerated income and expendi- 
ture rather than to avoid showing gross figures, as the vote on 
the Budget would in these circumstances be considerably impaired, 
and the more facts placed before the legislature, in the long run 
the better for the country’s finance. Up to the year 1854 revenue 
departments in Great Britain did not put before the House of 
Commons detailed estimates, charges of collection being deducted 
by each department from the gross collections. A resolution of 
the House of Commons dated the 30th of May 1848 condemned 
this method. The whole of the revenue derived from taxation 
after the deduction of payments for drawbacks, bounties, repay- 
ments, and discounts is now credited to Government account, 
i.e. paid into the Exchequer, and the cost of the revenue depart- 
ments is included in the annual estimates.^ 

The Budget should be comprehensive, intelligible, and 
accurate. The heads of revenue and expenditure should be so 
classified to enable the legislature to discuss all questions of 
policy and public interest without difficulty, and to record their 
vote without prejudicially affecting other items of revenue and 

1 May, Parliamentary Practice^ p. 447, 12th edition (London, Butterworth 
& Co.). 
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expenditure. The classification of the heads should be permanent, 
and no change effected Avithout ample notice, otherwise the 
real 23osition of the Budget will not be understood. Governments 
do not ask for more than they require. The Finance Member 
in the Indian Legislative Assembly said on the 22nd of September 
1921 : “I have in my department men who, if I would allow 
them to do so, would be cajjable of putting iqD a Budget which 
wmuld easily defeat the scrutiny and defy the criticisms of the 
House. They could conceal among the innumerable items 
which go to make up one Budget a liberal provision of reserves 
that the House would never detect, and which would relieve one 
of the embarrassing necessity of having subsequently to produce 
demands for supplementary grants. But, sir, this is not the 
spirit in AA^hich AA^e frame our Budget. We frame our Budget 
with the deliberate intention of asking the country for only so 
much as AA^e really need to spend.” ^ It is iiiiAvise to have a system 
of separate Budgets, as this mterferes with the unity of the 
Budget and precludes a clear grasp of the financial situation as 
a whole. Thus in the French Budget all fiscal items are not 
included outside the general Budget, nor are items in the “ caisse 
dAmortissement ” (LaAAr of 7th August 1926) and the '' Social 
Insurance LaAA^ ” (5th April 1928). The 'SServices speciaux du 
Tresor ” are not linked in any AAmy with the general Budget, and 
thus in several directions it is difficult to obtain the true surplus 
or deficit in any year in the French budgetary system. It may, 
as stated elsewhere, be possible to giv'e a separate Budget for a 
very important commercial head such as railways in order to 
facilitate the running of the department on strict commercial 
lines. In regard to the question Avhether any special income 
should be assigned for any special expenditure, the general 
princq^le to be folloAved is to meet expenditure from general 
revenues and not to earmark any particular source for a special 
item of expenditure. 


Supplementary Budgets and Estimates 

7. We have condemned supplementary Budgets since they 
upset the financial period and waste the time of the legislature. 
These may be used on rare occasions as in Sejitember 1931 in 
^ Legislative Assembly Debates, vol. ii. p. S45. 
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Great Britain and in India in November of the same year, when 
these countries slipped of the gold standard and the economic 
blizzard of that year required new Budgets so that new taxation 
could be imposed to meet changed conditions. Although under 
supplemental Budgets new facts are brought to the light of the 
legislature, and corrected if necessary, they produce a general 
feeling of insecurity in the administration, such as to outweigh 
all advantages that may be urged in their favour, except in cases 
of emergency such as the outbreak of a war. In an emergency 
national policy is to improve the balance of trade and to equalise 
the yield of taxation with a normal recurriug expenditure of the 
Budget. The methods to achieve this must be such as to increase 
rather than to diminish output, and hence to increase the national 
income and the yield of revenue whilst maintaiumg the principles 
of social justice. 

With supplementary estimates or grants, or, as they are 
termed in France, credits additionnels , or in America, '' deficiency 
biUs ”, the case is otherwise. A supplementary estimate may 
be either for a grant to a service already approved or for a 
grant of new expenditure that has arisen since the presentation 
of the Budget to the legislature. ‘‘ The need ”, says May, 
‘‘for a supplementary grant to an existmg service is not m- 
frequently caused by the system in force to ensure the control 
of Parhament over public expenditure. To provide for the 
early presentation of the annual estimates, the departments are 
obliged to compute in the month of November theic anticipated 
expenditure for the ensuing financial year, datiug from the 
comiug 1st April. Fallibility must attend calculations which 
range over sixteen months in advance ; and as too large a 
demand for money is a grave departmental error, the official 
tendency is to make the demand too small. If the lesser error 
occurs, to avoid the still greater evil of excess expenditure, 
recourse of necessity must be had to a supplementary grant.” ^ 
It may be sometimes necessary for departments to apply for 
excess grants, having expended their appropriations of the 
previous year. The British House of Commons, on the 30th of 
March 1849, resolved that “ when a certain amount of expenditure 
for a particular service has been determmed upon by Parliament, 
it is the bounden duty of the department which has that service 
^ May’s Parliamentary Practice, 12t]i edition, p. 452. 
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under its charge and control to take care that the expenditure 
does not exceed the amount placed at its disposal for that 
purpose Exceptional demands are met by votes of credit, 
which are ordinarily voted before the expenditure is incurred. 
We have seen that the total amount of votes of credit during the 
War voted by the British House of Commons amounted to 
£8742 millions. They are used Avhen the extent of the service 
is unknown. Like other grants, they are available only during 
the financial year in respect of w^hich the grant is made. 
Financiers have from time to time condemned supplementary 
credits. Gladstone, for example, said, It is a sound principle 
that one, and only one, estimate of national expenditure should 
be laid before Parliament during each session ; for to render 
Parliamentary control effectual it is necessary that the House 
of Commons should have the money transactions of the year 
presented to it in one mass and in one account They tend 
to make for incorrect estimates, and above all are sometimes used 
to escape the vigilant scrutiny of the legislature in the original 
Budget. “ The practice of deficiency bills ”, Adams has noted, 
'' tempts the administration to withhold a complete statement 
of its needs in the original estimate for fear its estimates may 
be cut down. The officers of the executive department may 
have greater confidence in the willingness of the legislature (or, 
what amounts to the same thing, in their ability to coerce the 
legislature) to grant supplemental credits than to vote the 
entire amount which they recognise as necessary in the original 
appropriation. This, of course, is an improper method of 
procedure and a perversion of the theory of deficiency bills, 
which should be strictly limited to the correction of legitimate 
or inevitable errors in the original estimates. The legislature, 
also, or rather the party in power, finds itself exposed to a 
similar temptation. Suppose, for example, an important election 
between the voting of the original appropriation and the time 
when deficiency bills are presented. What is to hinder 
the legislature from curtailing the appropriations in the 
regular Budget in order to make a show of economy before 
the public ? Such a policy must of course be followed by 
unusual appropriations in the form of deficiency bills, but the 
election meantime has taken place and the party has been 

^ Ibid. p. 453. 
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returned to pov/er. This is both an undignified and a dis- 
honest procedure.” ^ 


ExTUAOnDINAEY BUDGETS AND ExTRAOEDINAKY 
Expenditures 

8. Budgets are sometimes divided into ordinary Budgets and 
extraordinary Budgets, but these terms are used in widely difierent 
senses in various countries. Extraordinary Budgets are used 
mainly to finance war, war preparations, or large capital pro- 
grammes such as those for railways. It is usual to confine the 
term extraordinary expenditure ” to new capital expenditure 
which is met from loans, and the cost, therefore, of amortisation 
is shifted to future years. Germany originally included in the 
extraordinary Budget only capital expenditure. This, however, 
included expenditure on naval armaments and on military works. 
Since the War, German extraordinary expenditure has been 
applied to reparations and to investments taken in a wide sense, 
while extraordinary revenue includes the proceeds of loans and 
other funds such as interest on railway bonds and industrial 
debentures and transfers from the general Budget. A distinction 
is also made in ordinary expenditure in the German Budget 
between '' permanent ” expenditure for the continuous require- 
ments of the administration and '' one-time ” expenditure, non- 
recurring or expenditure of which the recurrence is at long 
intervals or is uncertain. In France and Belgium extraordinary 
Budgets include both capital expenditure and other expenditures 
of a non-recurring nature, although, especially in times of stress, 
items of a recurring nature are apt to be included. Extraordinary 
Budgets in France were nominally abolished from 1922, but they 
are still in use and to the unwary in French finance are misleading 
when the real surplus or deficit is to be calculated. In Japan 
extraordinary Budgets include the extraordinary revenue such as 
the proceeds of sales of State property, loans, and receipts from 
local contributions towards the expenses incmred by the State 
for the benefit of certain prefectures, transfers from special 
accounts, while extraordinary expenditme includes expenditure 
on new and non-recurring items. 

1 Adams, Public Fimxnce, p. 185. This has been modified by the creation of 
the Budget Bureau in the Treasury by the Budget and Accounting Act, 1921. 
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It is better to disregard altogether the distinction between 
ordinary and extraordinary Budgets and between ordinary and 
extraordinary revenue and expenditure. In the British Budget 
there is no distinction between ordinary and extraordinary 
expenditure and the Budget includes all fiscal items. The 
nearest approach to an extraordinary Budget or capital account 
in the British financial system is capital expenditure provided 
not by a vote of the year but by a special Act authorising the issue 
of a total sum from the Consolidated Fund, such expenditure being 
usually outside the Budget. It is met either from a portion of a 
realised Budget surplus (which can always be diverted from its 
statutory purpose for the redemption of the National Debt by a 
special clause in the Finance Act) or by a special borrowing 
clause. It is difficult to strike a proper line of division betw^een 
ordinary or permanent and non-recurring or extraordinary items. 
Expenditure, for example, in connection with earthquakes in 
Japan and Italy or famines in India may be regarded as a fairly 
regular item, and there is, therefore, no clear-cut division between 
the two. The Cour des Comptes of France has time and again 
pointed out the evils of extraordinary Budgets — especially the 
practice of charging regular expenditure to such Budgets. An- 
other objection to extraordinary Budgets is that they open the 
way to subterfuge and offer temptation to abuse. They tempt a 
Government to balance its Budget by trick devices, by placing 
outside the general Budget items which should be included. The 
concept of an extraordinary Budget is dangerous for another 
reason. It leads the general public to think that Governments 
can meet such expenditure by the proceeds of loans instead of 
from taxation. It is, therefore, better to avoid altogether the 
slippery term “ extraordinary Budget All fiscal items should 
be included without exception in the content and scope of a 
Budget so that a deficit may be at once seen and a nation be 
prevented from living beyond its income. A deficit itself may 
not be a very serious matter when unexpected expenditure is 
imperatively necessary during the currency of the financial year, 
expenditure unforeseen when the Budget was passed. What is 
all-important is not so much a deficit at the end of the year but 
the measures taken to meet that deficit. If a country fails to 
take steps to balance its Budget, then naturally grave doubts 
arise as to its financial stability. No country must live beyond 
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its means, i.e. on its capital. On tlie other hand, if the estimated 
revenue shows a large surplus over the estimated expenditure, 
taxation may be reduced to the extent of the amount of the 
surplus realised in the previous year. 



CHAPTER XXXIX 


THE LEGALISATION OR VOTING OF THE BUDGET 

Constitutional Changes after the AVar 

1. The next stage in the history of the Budget is its legalisation, 
and this depends to a large degree on the constitutional law and 
custom of the country concerned. The conception of the Budget 
as a central instrument of financial administration is, as we have 
seen, a comparatively recent development. The early struggles 
of the legislature were on taxation or revenue rather than on 
expenditure. But gradually legislatures came to control both. 
It is not often realised how complicated a business the voting 
of a Budget is. This may be illustrated by referring to the 
publications coimected with the Budget in the legislature. In 
the United Kingdom, for example, there is the Budget Speech 
with the Financial Statement of revenue and expenditure accom- 
panying it. There are five large volumes of estimates, one each 
for the Civil Service, revenue departments, the Navy, the Army, 
and the Air Force. There are also four volumes of Appropriation 
Accounts, one each for the Civil Service and revenue departments, 
the Navy, the Army, and the Air Force. In addition, there are 
returns relating to revenue and expenditure, such as the Memor- 
andum on Present and Pre-AVar Expenditure, the Public Social 
Services return, and the Finance Accounts of the United Kingdom 
for the year. There are returns relating to the National Debt, 
Sinking Funds, Local Loans, the Civil Contingencies Fund, the 
Treasury Chest Fund, the Development Fund, and the Post Office 
Savings Bank. All these are Parliamentary publications. In the 
United States the Budget document itself is a bulky volume of 
about 1500 pages published by the Bureau of the Budget. Part I. 
contains the Budget Message of the President, the general financial 
statements, and the estimates of expenditure and receipts , Part II , 
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contains detailed expenditure estimates classified by Govern- 
ment departments. There are, in addition, Treasury and Con- 
gressional documents relatiner to finance. In France the docu- 
ment referred to as the Budget is the “Projet du budget’’, and 
it is usually in three volumes and contains approximately 2500 
pages. Volume I. contains the financial statement (Exj)ose des 
motifs) with an explanation and text of the proposed laws 
(Examen des articles de la loi des finances and projet de loi), 
and also the estimates of expenditures and revenues. Volumes 
II. and III. contain detailed expenditure estimates. The final 
Budget Law as enacted by the legislature (Loi fixant le budget) 
is published in the official gazette {Bulletin qfficiel). In Germany 
the Budget is published in two volumes. Volume 1. contains the 
Budget Laws as voted (the Gesamtplan) with Parts I.-VIII. of 
the “ Einzelplane ”. Volume II. contains “ Einzelplane ” IX- 
XX. These volumes cover approximately 1000 large pages. In 
Italy the information on the Budget is published in several 
volumes and extends to many thousand pages. The Speech of 
the Minister of Finance (Nota preliminare generale) is published 
as a parliamentary document. The text of the proposed laws 
appears in separate volumes for each of the thirteen Ministries 
and each volume contains also expenditures. The volume for the 
Ministry of Finance includes all revenue items. 

In order to arrive at the connecting principles it is necessary 
to indicate the outstanding features of the more important 
systems. Although the procedure in different countries differs, 
there are certain general rules generally applicable to the legalisa- 
tion of the Budget. There are several problems such as the 
initiation of money bills, the annual voting of the Budget, re- 
appropriation or powers of virement granted by the legislature, 
reserve funds, the powers of the two Chambers (such as the House 
of Commons and the House of Lords in the United Kingdom of 
Great Britain and Northern Ireland, the Chamber of Deputies 
and the Senate in France, and the House of Eepresentatives and 
the Senate in the case of the United States), and finally the veto 
and the restoration in certain cases of grants in the Budget. All 
these questions require consideration, and the procedure in some 
countries has almost become a meaningless ritual which goes on 
year after year and generation after generation. Occasionally 
the financial machine is renovated and brought up to date, as in 
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the classic instance of the American Budget and Accounting 
Act, 1921. The Budget as it emerges from the executive must 
be unified, and at the same time be a detailed system gwing full 
information on the country’s finances. It must be clear, timely, 
full, and accurate. 


Procedure in Different Countries 

2. As is well known, the power of voting the Budget has 
grown gradually. The famous 12 th Article of the Magna Chart a 
provides that '' no scutage or aid shall be imposed in the kingdom, 
unless by the Common Council of the realm, except for the purpose 
of ransoming the king’s person, making his first-born son a 
knight, marrying his eldest daughter once, and the aids for these 
purposes shall be reasonable in amount Clause VI. of the 
Confirmatio Car tar um of 1297 provides that “ for no business 
henceforth will we take such manner of aids, tasks, nor prises, but 
by the common assent of the realm, and for the common profit 
thereof, saving the ancient aids and prises due and accustomed 
The Stuarts asserted the divine right of kings, and attempted to 
deny the right of the Commons to vote the Budget. In 1626 
an Appropriation Act legalised all previous appropriations. 
Charles 1. attempted to raise forced loans, but the Petition of 
Eight solemnly declared that no tax should be levied without 
the consent of the nation, and condemned forced as well as volun- 
tary loans to the Crown. The levy of ship money and the famous 
trial of Hampden are too well known in English history to be 
described here. With the Eevolution, however, of ]688 the 
principle of Parliamentary control of the purse triumphed. 
'' Henceforth shall no man be compelled to make any gift, loan, 
or benevolence, or tax, without common consent by Act of 
Parliament The Crown, in other words, has no prerogative 
at all to im])ose or change taxation independently of Parliament. 
The right of the representatives of the people to control the purse 
has never since that time been contested. 

The result to-day is that the British. Parliament, although in 
no sense an executive authority, exercises control (1) by legal re- 
strictions, which prevent the Crown or its Ministers from imposing 
any charge without the consent of Parliament, either in the form 
of taxation or expenditure on loans, and from maintaining a 
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standing army in time of peace ; (2) by the doctrine of the Con- 
stitution, by wMcb supplies are granted annually by the House 
of Commons, this supply necessitating statutory sanction each 
year ; (3) by tbe rule of the Constitution by which Ministers of 
the Crown are beld responsible to Parliament for any act done 
by tbem in their ministerial capacity or for any advice tendered 
by them to the Sovereign ; (4) by means of the rule by which 
supply granted must be appropriated to the particular purpose 
for which it was granted ; (5) by the presence of Ministers in 
Parliament, so that their actions can be examined and criticised ; 
and (6) by other means, e.g. Parliament may be supplied with 
information, such as by questions and answ^ers,^ by royal com- 
missions or committees, and by ^'command papers’’, which, 
with the exception of the annual estimates which are printed by 
the order of the House of Commons, are printed on the authority 
of the department presenting them. In each House command 
papers are presented without any formality by being laid on the 
table by the Minister responsible for them, and during a recess 
these papers may be presented to the House of Lords by delivery 
to the Clerk of the Parliament or to the House of Commons by 
delivery to the Librarian of that House, in accordance with the 
standing orders of both Houses. It is possible for either House, 

^ It is obvious that questions and interpellations on financial questions are 
of importance. The earliest recorded instance of a parliamentary question 
occurred in the House of Lords on 9th February 1721, and the practice was only 
formally recognised on 29th April 1830 when the Speaker of the House of 
Commons ruled “ that there is nothing in the orders of this House to preclude 
any member from putting a question and receiving an answer to it ”, and this 
method, “ though not strictly regular, affords great convenience to individuals ”. 
Questions appeared on the Order Paper for the first time in 1849 and in 1854 
appeared Rule 152, that questions were permitted to be put to Ministers on 
public afiairs before public business was entered upon, and to other members 
relating to any Bfil, motion, or other public matter in which such members 
were concerned. Questions may be debated in the House of Lords but not in 
the House of Commons, though a member in the latter may give notice that he 
will raise the matter on the motion for the adjournment of the House, which 
can be made only immediately after Questions if it receives the assent of not 
fewer than forty members, and after the Speaker has decided that it is “a 
definite matter of urgent public importance ”. The matter must be both 
urgent and definite. As the Executive in the United States is not responsible 
to the legislature {i.e. to Congress), questions hawe no place. They have, how- 
ever, a place in those countries which are modelled on the United Kingdom such 
as Canada and India. In Switzerland questions and interpellations are per- 
mitted. In France interpellations, i.e. interrupting the order of the day by 
demanding an explanation from the Minister concerned, are very frequent and 
lead on occasions to ministerial crises. 
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by means of an address to tLe Crown or of an order of tlie House, 
to obtain from any department information connected with, the 
work or administration of such, department. In tlie House of 
Lords a motion for papers is often laid for tbe purpose of debate 
upon a fit subject of public interest, but in the House of Commons 
this is seldom done. A motion for a return or for information 
upon any subject may be refused if the makmg of such return or 
the giving of such information is considered to be inadvisable in 
the public interest or involving unreasonable labour or expense. 
Although it is not possible for any member of the House, except 
a member of Government, to propose expenditure, he can move a 
resolution to the effect that public money might profitably be 
expended upon purposes specified in the resolution, and if the 
House agrees to the motion, it thereby commits itself to a general 
approval of such an outlay. A private member cannot, however, 
move that a specific sum be granted for a special purpose, as it 
must emanate from a Minister of the Crown.’- This is a great safe- 
guard of the taxpayer against what Anson calls the casual 
benevolence of a House wrought upon by the eloquence of a 
private member, against a scramble for public money among 
unscrupulous politicians bidding against one another for the 
favour of a democracy. But the rule is not law. Like all other 
resolutions or standing orders of either House, it is a self- 
imposed rule, made by a public body for the guidance of its 
procedure.” ^ This self-denial on the part of the House of Com- 
mons is not based on statute but merely on the resolution of the 
House, which could be rescinded at any time. But the House 
has found the wisdom of the Standing Order which is beyond 
argument. It is the Executive that is responsible for the Budget 
balance and for the finances of the country. A recommendation 
by the Crown under this Order is usually communicated by the 
responsible Minister verbally, or it may be communicated under 
the sign-manual. The most usual way is for a Minister simply to 
touch the document, as it is introduced, with his finger by leaning 

1 Standing Order No. 66 of the House of Commons provides “ This House 
will receive no petition for any sum relating to the public service, or proceed 
upon any motion for a grant or charge upon the public revenue, whether pay- 
able out of the consolidated fund or out of money to be provided by Parliament, 
unless recommended by the Crown 

2 Law and Custom of the ConstiMon, vol. i. p. 272 (Clarendon Press, Oxford, 
1909). 
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forward in liis place on the front bench in the House of Commons. 
This limitation of financial initiative protects members of the 
House of Commons from improper pressure by their constituencies, 
the House itself against appropriation of public funds for the 
benefit of individual constituencies, and, lastly, the taxpayers. 
The House can make its will felt on the Government bv not 
agreeing to the Government’s programme ; it can reduce the 
provision for any service or services if it vdshes. This is the 
detailed veto in the course of votes of Supply. Its power in this 
way is negative. But it also can not merely reduce but indirectly 
increase expenditure. It can refuse a demand by reducing the 
vote merely by a nominal amount or refusing to pass it altogether 
on the ground that it believes the provision to be inadequate. 
The Government, then, can bring in a revised proposal, and when 
the House in this way dictates an increase of expenditure its 
power is the reverse of negative or it is indirectly positive. The 
House can insist on a change of Government. This is in practice 
effected by a vote of want of confidence, but such a vote ultimately 
rests upon the power of withholding ways and means. This is the 
general veto as opposed to the detailed veto. In Canada and the 
other Dominions and in the Government of India Act, 1935, 
checks similar to those in the British Constitution are in force. 
In accordance with Section 54 of the British North America 
Act, “ it shall not be lawful for the House of Commons to 
adopt or pass any vote, resolution, address, or bill for the appro- 
priation of any part of the public revenues or of any tax or 
impost, to any purpose that has not been first recommended by 
the Message of the Governor- General in the session in which such 
vote, resolution, address, or bill is proposed All financial 
legislation must be recommended by the Crown, and it is based 
upon estimates carefully in advance under the direction of the 
Minister of Finance. 

AVhen Parliament meets for the new session towards the end 
of January or early in February and immediately after the Speech 
from the Throne, which is delivered as soon as the House meets, 
the Crowm (or Government) informs in general terms the House 
that the estimates for the expenditure will be laid before it in 
due course. Proposals for expenditure on the part of the Crown 
as the head of the executive come before the House in the form 
of estimates which are presented by the Ministers responsible for 
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the departmejits requiring money. The House then must go into 
Committee of Supply for the purpose of deciding upon the ex- 
penditures of the year, and afterwards into Committee of Ways 
and Means for providing funds to meet that expenditure. Each 
Committee is a Committee of the whole House ^ under a Chair- 
man instead of the Speaker, and the House, it is to be remembered, 
consists of no fewer than 615 members including the Speaker, a 
large number for a Committee. This procedure has the advantage 
that in committee discussion is much more informal and a member 
may speak more than once. The expenditure is made up of the 
Consolidated Fund Services, expenditure established by permanent 
statutes requiring no annual enactment, and expenditure on 
supply services which, on the other hand, requires annual 
authorisation of Parliament. The business of the Committee of 
Supply is to agree to the votes required as shown in the estimates 
for the service of each department. The Committee of Ways and 
Means a.pproves the issue from the Exchequer of the money 
required to meet that expenditure. It thus makes supply 
elective. This procedure prevents the House being taken 
suddenly or unawares in regard to proposals for expenditure. A 
standing order of the House makes this precaution doubly certain, 
as it is necessary to adjourn at least once before the expenditure 
is considered in committee. Standing Order No. 71 reads : ^Mf 
any motion be made in the House for any aid, grant, or charge 
upon the public revenue, whether payable out of the Consolidated 
Fund or out of moneys to be provided by Parliament, or for any 
charge upon the people, the consideration and debate thereof shall 
not be presently entered upon, but shall be adjourned ’b In the 
first fortiiiglit of the session after the House has met, the Army, 
the Navy, the Air Force, and the Civil Service estimates for the 
next financial year from 1st April are submitted to the House, 
the Civil estimates by the Financial Secretary to the Treasury, 
and in the case of fighting services by the First Lord of the 
Admiralty, the Secretary of State for War, and the Minister for 
Air respectively. A motion is made before the House goes into 
Committee of Supply to discuss the estimates to the eflcect “ that 
Mr. Speaker do now leave the chair 'b On the prmciple that 
grievances precede supply, a debate of general character on some 
questions of topical interest is permitted, and only one vote is 
^ Standing Orders Nos. 67 and 69. 
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taken on the debate. If the mover of the first motion does not 
divide the House, then the next motion in order of the ballot is 
considered ; but when a division takes place the Speaker leaves 
the chah\ This debate, which could be covered subsequently in 
committee, is much out of date and could be dispensed with with- 
out difficulty, in spite of the fact that it gives a private member 
one of the rare chances of bringing a matter of importance before 
the House. Members ballot for precedence for their motions, and 
the debates are limited to the four occasions on which the Speaker 
is moved out of the chair for the four classes of estimates, the 
Civil Service, Army, Navy, and Air Force. 

The Committee of Supply can vote the grant or reduce it. It 
cannot put any condition in regard to it or alter its destination. 
^Vhen the Committee has finished its work, usually after several 
adjournments, there follows the Report stage on which the whole 
matter can be again debated. After this second debate the House 
approves the resolution which it has itself made as a Committee 
of the whole House. There are about 150 ^ votes in Committee of 
Supply, and in order that the discussions may not continue for 
too long a time, they are limited by the rules of the House to 
twenty days. On the nineteenth day all outstanding votes have 
to be passed in committee, and on the twentieth day the Report 
stages have to be completed. Between one-thhd and one-half of 
the total expenditure of the year cannot be considered at all as 
these are consolidated fund services, and of the supply estimates 
outstanding on the nineteenth day these must be voted without 
any debate or criticism in the space of an hour, when the guillotine 
falls, a weakness which is frequently referred to by critics of the 
present system, who regard the reconsideration of votes on Report 
as a sheer waste of time when there are so many votes that cannot 
be discussed Under the present rules, not more than twenty 
days, being days before the 5th August, are allowed for the con- 
sideration of the annual estimates, including votes on account 
and procedure in Committee of Ways and Means and on Reports, 
to which additional time not exceeding three days before or after 

^ A vote is divided into sub -heads and may contain even thirty or forty or 
only two or three sub-heads. The number depends not on the magnitude of 
the vote but on the variety of the sub-heads charged to it and the requirements 
of financial control. The large vote of Old-Age Pensions, for example, has only 
two sub-heads, one for pensions and the other for expenses of local pensions 
committees. 
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tLe 5tli August may be allowed under the orders of the House 
when any matter of special importance has been discussed in 
Committee of Supply during the sittings.^ The votes for dis- 
cussion are usually settled by the Whips of the House concerned, 
so that each party may have an opportunity of discussing matters 
of interest. When the Committee of Supply has completed its 
work the question of providing the money out of the Consolidated 
Fund, into which, as we have seen, the whole public revenue is 
paid, arises, and for this purpose the House now sits as a Com- 
mittee of Ways and Means. 

Votes on account are necessary to meet the immediate needs 
of the coming year of each of the chief heads of the service, the 
Civil Service, the Army, the Navy, and the Air Services. In the 
case of the Navy and the Air votes on account, a few of the 
detailed votes are taken, and the amount sanctioned may be used 
towards the various votes concerned. The sums granted on any 
one of the Admiralty and Air Ministry votes can thus be used for 
any other vote within the main vote. Ultimately the expenditure 
must be in accordance with the Appropriation Act. It is cus- 
tomary, therefore, in the early part of March to take the votes 
on pay for the Navy and the Air Force and one or two others, so 
that there is enough money to carry on until the Appropriation 
Act is passed. The Army now takes a vote on account, as is 
done in the case of the Civil votes. The Consolidated Fund bills 
are the bills which provide out of the Consolidated Fund the lump 
sums voted in order to make good the supply for the ensuing 
financial year. The Comptroller of the Exchequer, by section 15 
of the Act of 1866, can permit issues if granted by Parlia7nent, and 
a Consolidated Fund Act has, therefore, to be rushed through all 
its stages before 1st April to enable the Government to draw 
money from the Exchequer to complete the service of the year 
about to end and to provide sums for the ensuing financial year. 
The Consolidated Fund Act is not an appropriation Act, as it does 
not distribute the sum granted amongst the votes. It does not 
appropriate the grants item by item. There may be several 
Consolidated Fund bills during a session. They give statutory 
authority to the resolutions for the issue of money out of the 
Consolidated Fund and contain only the total sum required. 

^ The period of twenty days excludes the days set aside for supplementary 
estimates and for the “ grievance ” debates. 
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They also give power to the Treasury to borrow any sum usually 
up to the whole amount to be issued. The House may then 
proceed at its usual pace after the beginning of the financial year 
to consider supply. The House will grant on account amounts 
equal to the extent required for four or five months, which enables 
the Appropriation Act to be passed through all its stages. 

The Committee of Ways and Means is apjDointed “ for raising 
the supply to be granted to His Majesty The Committee of 
Ways and Means meets also to hear and to debate the proposals 
of the Chancellor of the Exchequer laid before the House usually 
in April, and it is at this stage that the Chancellor oj^ens his 
Budget and explains the financial policy of the ensuing year. 
The Budget is comprehensive and includes departments which 
have receipts in excess of their expenditures, like the County 
Courts which support themselves. In order that the House of 
Commons may have these under review it is customary to put 
down an appropriation in aid which will meet so much of the 
receipts as will meet all the expenditure excej^t a nominal amount, 
say £10 or £15. This nominal sum then appears as the net 
amount or token vote to be voted in Committee of Supply, The 
Chancellor’s figures showing the balance of surplus or deficit on 
the 31st March (the accounts close at 4 p.m. on that day) are 
known on the 1st of April and there is no reopening of a Budget 
such as in France. The simplicity of this system is its great 
virtue. There is always, of course, revenue received by the 
Government which has not yet reached the Exchequer, and there 
must be a considerable outstandmg liability in the form of 
cheques issued but not yet cashed. On the whole the difierence 
between the Exchequer receipts and issues on the one hand and 
the true revenue account disclosed by the ultimate audit on the 
other hand, taking one year with another, is not large ; and the 
simplicity and timeliness of the present system, therefore, are of 
very great value. During the War and some years afterwards, 
when huge commercial accounts were included, the difference 
was temporarily exaggerated. If the estimated revenue exceeds 
the estimated expenditure the surplus may be used for various 
purposes, such as to redeem debt or to reduce taxation. If more 
fimds are required there will be new taxation. The Committee 
of Ways and Means immediately after the Budget speech passes 
resolutions approving of the new proposals of the Chancellor of 
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the Exchequer and agreeing to their coming into immediate ehect. 
AVhen the resolutions go through the Report stage in the House 
they are afterwards embodied in the Finance Bill of the year, 
which has to go through the regular course of a bill before it 
becomes law. The Finance Bill is the statutory basis of that part 
of the revenue wdiich must be enacted every year. By the 
Provisional Collection of Taxes Act of 1913 it is enacted that 
where a resolution is passed by the Committee of Ways and 
Means providing for a change in taxation, and if the resolution 
contains a declaration that it is expedient in the public interest 
that the resolution should have statutory ehect, the resolution 
has the same effect as if it were an Act of Parhament. It is, how- 
ever, for a limited period only and ceases to have statutory effect 
if not agreed to on Report within ten sitting days after the resolu- 
tion was passed by the Committee. The bill confirming this must 
be read a second time within twenty days of the passage of the 
resolution and the statutory effect expires after four months. 
This Act applies to customs, excise, and income tax alone. It 
provides against the importers and manufacturers forestalling any 
new changes in taxation. The sums voted in the Committee of 
AA^ays and Means must never exceed the sums voted in Supply, 
and therefore the final authorisation of a AVays and Means 
resolution in the Report stage can only follow the Report stage 
of the Supply resolutions. It is interesting to note that a defeat 
in the Committee of Supply must usually involve a Governments 
fall, but in the case of the Committee of AA^ays and Means there is 
an understanding that the Government need not consider ques- 
tions of taxation (i.e what comes before the Committee of AVays 
and Means) as a question of confidence. They may reconsider 
any particular method of finance wdiich they have proposed, pro- 
vided it applies to taxation only, and not to questions of ex- 
penditure. After the estimated expenditure has been approved 
(1) in Committee of Supply, (2) reapproved on the Report of 
Supply, (3) approved a third time in Committee of Ways and 
Means, and again (4) on the Report of Ways and Means, it has to 
become law, and in this connection there arises the Appropriation 
Act, which has to be presented to the House of Lords for their 
assent and then to the Crown, as the House of Commons cannot 
give its proposals the force of law by means of its own resolutions. 
The bill must pass through the regular stages of the first reading, 
VOL. II 2 H 
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second reading, committee, report if necessary, and a third reading 
in both the Lower and Upper Houses, and then it must be pre- 
sented for the Royal Assent d The Finance Bill and the Con- 
solidated Fund Bills, including the final Appropriation Act, are 
money bills and are sent up to the House of Lords mth the 
Speaker’s certificate that they are money bills, as required by 
the Parliamentary Act of 1911, and if not agreed to by the House 
of Commons within a month, are presented to His Majesty and 
become Acts of Parhament. At the end of the session or before 
the summer adjournment the Appropriation Act is passed. There 
is first of aU the Finance Bill dealing with taxes such as the income 
tax and other taxation (the tea duty -) which need re-enactment 
annually, and, secondly, there is the Appropriation Bill which 
follows in the wake of the Consolidated Fund Bills passed earlier 
in the session. The Appropriation Act appropriates to each vote 
a sum as voted in Supply and authorises the Treasury to issue a 
sum equivalent to the aggregate of the sums granted and gives the 
Treasury borrovdng powers. The schedules to the Appropriation 
Act set out the votes of the estimates in detail together with the 
amount of minor sums wdiich are to be collected by the depart- 
ments. The second reading to this bill gives an opportunity of 
raising any matter connected with the administration, and when 
the Royal Assent is given the financial work of the year may be 
said to be complete.^ 

^ The requirement that all bills must have three readings cannot be ex- 
plained historically as it goes back to the very distant past. This rule, how- 
ever, appears in the legislatures of all Anglo-Saxon countries, many Continental 
countries, and Japan. English procedure, probably as a result of Dumont’s 
Tactique des assemblies legislatives (2 vols., Geneva, 1816), has been copied by 
many countries, especially by France and Germany. The United States’ pro- 
cedure has been based on EngUsh practice where the colonial assemblies copied 
the House of Commons’ procedure. The influence of this procedure upon 
Congress was largely through the Manual of Parliamentary Practice, by Jefferson, 
who as Vice-President and ex-officio President of the Senate drew up the pro- 
cedure freely upon English authorities, especially HatselVs Precedents. The 
procedure in the House of Commons was largely settled by the end of the 
seventeenth century. The student of public finance will find points of similarity, 
traceable to the fact that the procedure of many legislatures was copied from the 
British Parliament, the mother of Parliaments. 

^ The tea duty was discontinued in 1930-31 and 1931-32, but a duty of 
fourpence per lb. was levied from 1932-33, special preference being given to 
Empire-grown teas. When the tea duty alone among indirect taxes and the 
income-tax among direct taxes are re-enacted, the revenue system for the 
coming financial year is complete. 

2 If any further supply is voted after the Appropriation Act is passed in 
August, a further Appropriation Act is required before the end of the session. 



CH. XXXIX 


THE LEGALISATION OF THE BUDGET 


987 


At the beginning of the new session the House of Commons 
also takes into consideration supplementary estimates for the 
current financial year, which pass through all the stages of Com- 
mittee and Eeport, both in regard to Supply and Ways and Means. 
These supplementary estimates are usually included with the Ways 
and Means resolutions which cover the vote on account and the 
Navy and the Air Force pay votes. It is the Consolidated Fund 
Act which gives the supplementary estimates statutory authority. 
MTien there is an autumn session of the House, supplementary 
estimates are submitted in order that the House may not be 
burdened with this when heavy financial work takes place towards 
the end of the financial year, viz. in February and March. Supple- 
mentary estimates are unavoidable as the Budget has to be pre- 
pared often well in advance of the actual expenditure. Never- 
theless these must be scrutinised by the House of Commons with 
care if the House is not itself to be considered as a mere spending 
department. Supplementary estimates, as pointed out in the 
previous chapter, weaken budgeting and are to be avoided as far 
as possible. The House of Commons in very grave emergencies 
as in war grants a vote of credit, a sum without details as regards 
how it is to be spent, as the procedure of supplementary estimates 
would be too slow a procedure. It must be considered in a Com- 
mittee of the whole House and confirmed by the next Consolidated 
Fund Bill or by a special bill. 

It will be seen that in regard to the voting of the Budget there 
is still a good deal of unnecessary procedure which centuries ago 
may have been necessary when the check was on the Crown and 
not on the Government of the day. The financial armoury of the 
House of Commons now requires refurbishing, especially from the 
fact that one-third to one-half of the estimates do not come up 
before the House of Commons for detailed criticism. A writer 
has well pointed out the obsoleteness of the procedure thus : 
“ Time much needed to do the work of the twentieth century is 
wasted on precautions against dangers passed with the seven- 
teenth. The meaning and utility of much of the ritual are now 
no greater than that of the annual search for gunpowder in the 
cellarage. For this there is one change in the course of our history 
that is chiefly responsible. The years during which the procedure 
was being worked out were the years of the struggle between the 
legislature on the one hand and the Crown on the other. The 
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chief care of the Commons was at first to prevent the Crown from 
getting money except through Parliament, and in later days to 
prevent it from spending money on purposes other than those for 
which Parliament had provided it. Their procedure was planned 
to act as a check on the Crown in the interest of themselves, the 
economisers. But times have changed. The rule of Parliament 
is established and the power of the Crown is gone. A check upon 
the Executive’s power over the purse is still needed by the 
Commons as much as ever, but the Executive upon whose power 
the check has to be exercised is now not the Crown but its minis- 
ters responsible to Parliament. "What we need in our financial 
organisation in the twentieth century is that the House of 
Commons should direct its attention to imposmg checks upon 
the extravagance of itself and its own ministers, and it is vain to 
allow an undue veneration for the sacred principles of the Con- 
stitution to conceal that from us.” ^ Another criticism of the 
legahsation of the British Budget is that since the rules of the 
procedure of the House of Commons prevent any proposal for 
the expenditure of funds except on the recommendation of the 
Ministry, this limits the House mainly to matters of policy rather 
than to the technical requirements of the Government. In this 
way it may be said that the legalisation of the Budget in the 
House of Commons is in reality superficial as the legislature can 
only reduce an item or reject it altogether. The Ministry with 
its majority in the House of Commons can defeat as a rule any 
such motion. Moreover, the Consolidated Fund expenditures 
now vary between 30 and 40 per cent of the total expenditures, 
and the revenue fixed by continuous law and, therefore, escaping 
the Budget process also varies within the same amount. For 
these reasons the power of the House of Commons over the 
Budget is alleged in some quarters to be perfunctory. 

It is sometimes urged that the Committee of Supply of the 
whole House is far too large a Committee to examine in detail the 
financial estimates, and the procedure itself makes the guillotine 
fall when the work is incomplete, so that a large proportion of the 
votes in any given year receive, as we have seen, no examination 
at aU at the hands of the House of Commons. Nevertheless it 
does not follow that a vote on which the guillotine has fallen may 

^ E. Hilton Young and JST. E. Young, The System of National Finance, 2nd 
edition (London, 1924), pp. 50-51. 
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not have been previously discussed. The Committee can neither 
call for papers nor examine witnesses as is done in several foreign 
legislatures, with the result that this committee stage of Supply 
is utilised chiefly for grievances and general criticism of the policy 
of the Government of the day. The convention that an adverse 
vote in Committee of Supply may be treated as one of confidence 
involving the fate of the Government, results in the House losing 
direct efiective control so far as the proposals for expenditures 
are concerned. On the other hand, the House indirectly may and 
does have a considerable influence on the policy of the day. This 
influence could with advantage be increased to such an extent 
that the House would no longer in the eyes of some critics be 
'' one of the chief spending departments of the State A Select 
Committee of 1918 which based its answers on a questiomiaire 
addressed to the Speaker, to the then Chancellor of the Ex- 
chequer, and to three of his immediate predecessors, as also to a 
selected number of members of the House and public servants, 
recommended that there should be two, or if need be three, stand- 
ing committees on estimates, each committee to consist of fifteen 
members. The committees were to be set up at the beginning of 
each session. It was to be the duty of these to examine the 
annual estimates and supplementary estimates and to suggest to 
the House any economies, while strictly excluding any question of 
policy, which must be left to the Executive. This ought to be 
carried into effect with the least possible delay. In all matters 
of finance the House of Commons was, however, to remain finally 
responsible. The Committee was to have the assistance of a 
permanent ofiicer whose functions in relation to the estimates 
would be parallel with those of the Comptroller and Auditor- 
General in relation to the accounts. The object underlying these 
suggestions was that the House of Commons should examine 
financial details with system and with regularity of procedure 
which do not obtam at the present time. The Estimates Com- 
mittee was indeed set up in 1918, but only '' To examine such of 
the estimates as may seem fi.t to the Committee, and to suggest 
the form in which the estimates shall be presented for examination, 
and to report what, if any, economies, consistent with the policy 
implied in the estimates, may be effected therein 'b It does not 
have time to do the duties given to it and it has to do without the 
services of a regular officer. 
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In the Dominions the procedure in the adoption of the Budget 
by the legislature is very similar to that of the mother of Parlia- 
ments. In Canada, for example, there are Committees of Supply 
and of Ways and Means, Appropriation Acts, and the English 
constitutional doctrine that the redress of grievances is to be 
considered before the granting of supplies is given effect to on 
the recommendation of the Minister of Finance '' that the Speaker 
do now leave the chair for the House to go into Committee of 
Ways and Means 

After the estimates are passed through the Committee of 
Supply, the Finance Minister moves that the House again go 
into Committee of Ways and Means for the usual formal resolution 
of granting certain sums out of the consolidated revenue fund of 
Canada towards making good the supply granted to His 
Majesty These resolutions must be reported and agreed to 
formally by the House before the bill founded thereon can be 
introduced. It is not customary for the House to change to any 
degree the estimates, and no increase in expenditure or any new 
expenditure not included in the Budget is passed by the House. 
After the Finance Bill has been adopted by the Commons it goes 
to the Senate, and as in Australia, it is invariably the custom of 
the Senate to return the bill unamended to the Lower House. A 
supply bill can only be presented for the assent of the Sovereign 
by the Speaker of the House of Commons. This is done at the 
close of the session in connection with the ceremony of the 
proroguing of Parliament, and the Governor- General signifies 
through the Clerk of the Senate, in both the English and French 
languages, the Royal Assent in the following words : “In His 
Majesty’s name, His Excellency the Governor-General thanks 
his loyal subjects, accepts their benevolence, and assents to this 
bill In Canada there are no time limits on legislative action 
on the Budget as there have been in the case of the United 
Kingdom since the Parliamentary Act of 1896. If necessary, 
votes on account are passed if the estimates are not voted before 
the beginnmg of the period. 

Under the Government of India Act of 1935 the Federal or 
Central Budget is laid before both Chambers and each has equal 
powers. Money bills cannot be introduced except on the recom- 
mendation or the responsibility of the head of the Executive, the 
Governor-General, and must first be placed before the Lower 
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House, the Federal Assembly. A money or financial bill is a bill 
(1) imposing or increasing any tax or impost whether local or 
general ; (2) authorising the borrowing of money or the giving 
of any guarantee by the Federal Government, or in amending the 
law with respect to any financial obligations undertaken or to be 
undertaken by the Federal Government ; or (3) declaring any 
expenditure to be expenditure charged on the revenues of the 
Federation or in increasing the amounts of such expenditure. 
Either chamber has the power to assent or to refuse to assent to 
any demand or to reduce any demand put before it by the 
Executive. If the Assembly refuses to assent to any demand 
that demand is not to be submitted to the Council of State unless 
the Governor-General so directs, and where the Assembly has 
assented to a demand subject to a reduction of the amount 
specified therein, a demand for the reduced amount only is sub- 
mitted to the Council of State unless the Governor- General other- 
wise directs. In either case where the Governor- General gives 
such a direction the demand cannot be greater than that originally 
demanded. The procedure, in short, is that all demands for 
grants are considered first by the Lower House and subsequently 
by the Upper House, and the powers of each in relation to demands 
are identical. Any difierence of opinion is solved in conference — 
by joint committee or at a joint session of the two Chambers. 
The decision of the majority of the members present and voting 
at a joint session is the decision of the two Chambers. The 
schedule specifying the grants made by the Chambers — the 
votable items — and the several sums required to meet the 
expenditure charged on the revenues of the Federation — the 
non- votable items — require the authentication of the Governor- 
General. Any question whether an item falls within the ex- 
penditure charged on the revenues of the Federation and there- 
fore identical with or analogous to Consolidated Fund charges in 
the British Budget, is decided by the Governor- General in the case 
of the Federal Budget in his discretion. If in the opinion of the 
Governor- General refusal or reduction of any grant would inter- 
fere with his special responsibilities, he may include this in the 
schedule provided it does not exceed the amount of the rejected 
demand or reduction. The schedule when authenticated is laid 
before both Chambers but is not open to discussion or votes. 
Supplementary estimates of expenditure are also submitted to 
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tlie legislature and are disposed of in the same way as the items 
in the annual Budget. "WTien the Budget is presented in both 
Houses the Binance Minister himself presents the Budget in the 
Lower House and steps are taken to give ehect to tlie scheme of 
revenue proposed immediately after the Budget speech. The 
Budget is not discussed on the date of its presentation ; and when 
discussed resolves itself into two parts, the general discussion and 
the voting of supplies. The maximum number of days which can 
be allowed for this purpose is usually fifteen days as against 
twenty days in the United Kingdom, and if the discussion is not 
finished within the allotted period the grants are put to the vote 
without any discussion. The convenience of the members is 
taken in regard to demands which are to be put and each demand 
is introduced by the Minister in charge of the department and 
the grants are voted by major heads of expenditure. As in the 
British Parliament, redress of grievances precedes supplies. In 
India, however, there is no Appropriation Act to consolidate and 
legalise the supplies granted. A resolution of the legislature 
approving a demand for grant is considered to be a sufficient 
legal warrant for the appropriation. The Finance Bill, which 
deals with taxation or revenue, must be authenticated after 
passing through both Houses as in many other countries, and the 
work of the Federal Budget may be said then to be complete. 

In the provinces the Governor must place before the Chamber 
or Chambers the Budget or the annual financial statement, which 
is constructed on lines identical with the Federal Budget. The 
procedure in the provinces in regard to the legalisation of the 
Budget difiers from that of the central legislature. There is an 
Upper House called the Legislative Council only in six out of the 
eleven provinces, but these Coimcils have nothing to do with the 
voting of the demands for grants in the Budget. The Upper 
House is rather a body with powers of revision and delay in order 
to exercise a check upon hasty legislation. In those provinces 
where the legislature is bicameral, money bills must be initiated 
in and demands for grants submitted to the Legislative Assembly 
alone. In regard to votable expenditures the Lower House (the 
Legislative Assembly) has power to assent or to refuse to assent 
to any demand, or to assent to a demand subject to a reduction 
of the amount specified therein, but the Upper House has not to 
deal with demands for grants. Money bills cannot be introduced 
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in tlie Upper House (the Legislative Council). An authentication 
of the schedule of authorised expenditure by the Governor is 
necessary as in the case of the Governor- General in central 
expenditure, and this schedule when duly authenticated is laid 
before the Assembly, but is not open to discussion or vote in the 
legislature. Supplementary estimates of expenditure are laid 
before the Chamber or Chambers, and the procedure in regard to 
the passing of these is the same as in the case of items in the 
annual Budget. 

It will be seen that the Legislative Assembly or Lower House 
in the case of the eleven j)rovinces has the power of voting the 
Budget. The Legislative Council has not the power to assent or 
to refuse to assent to any demand, or to reduce any demand. It 
deals with legislation only such as bills increasing or decreasing 
court fees, land revenue, etc. Critics may urge that the grant of 
equal powers to both Chambers in the case of the Federation and 
not in the case of provinces where two Chambers exist is anomal- 
ous in spite of the fact that only six provinces have, as we have 
seen, a bicameral legislature. The real reason for the difference 
is that in the central legislature the Council of State has equal 
powers with the Legislative Assembly because there is need for a 
strong second Chamber in the legislature. The Upper Chamber 
represents the more conservative elements in the country, in- 
cluding those sections which have most to lose by hasty and ill- 
considered legislation. It is this necessity that has made the 
framers of the Government of India Act, 1935, follow the model 
of the Senate in the United States Constitution so far as the 
Budget is concerned. The Indian Legislature meets in Delhi at 
the end of January or early in February and continues in session 
ordinarily for two months. On the last day of February or there- 
abouts the Finance Minister presents his Budget, and the dis- 
cussion of the Finance Bill takes place until well into March, 
when it becomes uncomfortably hot in Delhi and the Government 
moves to Simla. There is a session usually in August or Sep- 
tember, lasting for several weeks, in Simla, when supplementary 
estimates can, as in the cold weather session, be presented. The 
Lower House (Legislative Assembly) receives a greater measure 
of notice in the Press and political circles as in America than does 
the Upper House (Council of State), and its atmosphere differs in 
financial as in other matters greatly from that of the Upper House 
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(Council o£ State), where antagonisms are less sharp and debates 
far less acrimonious. There is no Appropriation Act such as 
exists in the British Parliament. 

It has been customary to have in both Houses of the Federa- 
tion and in the Legislative Assemblies in the provinces a Finance 
Committee representing generally the parties in the House to 
discuss with the Finance Minister the proposed new items in the 
Budget. The Finance Committee is not provided for by statute 
and corresponds to the Estimates Committee of the House of 
Commons. They scrutinise new expenditure, advise on supple- 
mentary estimates, and consider and even initiate proposals for 
economy and retrenchment. They have had in practice wider 
powers than these and have had opportunities for influencing, 
if not of controlKng, the executive. This device of a committee 
has proved useful, as it reflects the legislature and can give the 
executive in discussion the views likely to be held when the 
demand for grants comes up before the House. The English 
system of a committee stage, a report stage, and three readings 
of a financial bill is almost unique and is not followed in India. 
In most legislatures the general rule is to refer all financial bills 
immediately and without preliminary discussion to a committee, 
either a special or an ad hoc committee. In India the idea that 
redress of grievances should precede supply is followed and takes 
place after the Financial Statement (or Budget Speech). Certain 
days are set aside for this general discussion before the detailed 
grants are taken up by the Assembly. The next stage is the 
demands for grants in the form of a series of motions. The 
number of days is, as we have seen, limited, and the items for 
debate are chosen by arrangement with Opposition leaders. This 
procedure is common to the central and provincial legislatures. 
In the former, however, there is an annual Finance Bill, as the 
taxes collected by the Government of India, except the tariff, are 
voted annually — postal rates not excepted. This arose in 1921 
when a non-official member moved an amendment to the taxation 
biU of that year to establish a convention similar to that in the 
House of Commons. This was accepted by Government with the 
exception of the customs tariff. This goes much further than the 
procedure from which it is copied. In England it was customary 
to move the levying of one direct tax (the income tax) and one 
indirect tax (the tax on tea) annually to emphasise the con- 
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stitutional requirement for an annual meeting of Parliament and 
in order to have two sources of revenue readily available for annual 
adjustment. As there is now only one tax — the tea duty having 
been abolished — income-tax is the only tax requiring annual 
renewal. A single Finance Bill containing all the financial 
enactments of the year is modern. It was the plan adopted by 
Mr. Gladstone in 1861 when the House of Lords rejected the 
bill abolishing the paper duties. Annual taxes, it may be 
pointed out, are not required in India either to establish the 
right of the Legislative Assembly vis-d-vis the Council of State 
or to secure the annual meeting of the legislature. These rights 
are written in the Constitution of 1935 in the clearest possible 
manner. 

In France it is interesting to note how the Estates -General 
failed to attain control over the purse, as it attempted to encroach 
upon the administrative powers of the Crowm instead of confining 
itself to claiming the right of voting the Budget. For a period 
of 175 years, i.e. between 1614 and 1789, the Crown imposed 
taxation, and it regulated expenditure without the consent of 
the representatives of the people. In the Decree of 17th June 
1789, the National Assembly promulgated the law that in future 
the right to vote a tax should be vested exclusively in the 
nation’s representatives. This principle has been observed ever 
since, except in rare instances, as, for example, under Napoleon 
and in 1848, aiid again in 1852. Since the latter date the 
principle has not been broken. The control of the purse in 
1789 referred to taxation, but in 1831 the right to regulate 
expenditure also was definitely established. Between 1789 and 
1791 the civil list was separated from the public treasury. 

The Minister of Finance submits the Budget to the Chamber 
of Deputies in the form of a law with explanatory memoranda. 
It is referred to the Commission of Finance, which consists of 
about 38 members, of whom one is Rapporteur-General or chair- 
man. The Commission submit their report after a few months 
in great detail, suggesting as a rule many changes. Hearings are 
held, expenditures are authorised, revenue proposals are voted, 
and the enactments are put into the form of a Law. The dis- 
cussion is both general and clause by clause, and when each 
article is voted upon its annexed schedule giving details of 
expenditure of different Ministries is also discussed. A vote is 
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taken on the entire Budget. "XATien this is complete the Budget 
goes to the Senate, which has its own Commission. This Com- 
mission ordinarily discusses the Budget before its formal receipt, 
as this saves time. It makes its report to the Senate for dis- 
cussion. AATien the final form of the Law is agreed to between 
the two bodies it becomes law, and is promulgated by the 
President of the Eepublic. Many financial authorities hold that 
the defects of the French system are the incompetence of the 
members of the Commission and the multiplicity of the reports 
submitted. In this respect the British system is far superior.^ 
The Senate’s influence over budgetary matters is reduced con- 
siderably because of the power of the Chamber of Deputies m 
initiating the Budget, the Senate sometimes being deprived of 
any real opportunity to examine the Budget because of the late 
date on w^hich it is sent to the Chamber. Moreover, under the 
Constitution the Senate can only reduce or delete items, and in 
this respect its power is much minimised. In practice it gets 
over this constitutional restriction by voting a nominal reduction 
in the credit, so that when the modified Budget is again submitted 
to the Chamber a Deputy can propose the additional amount 
desired by the Senate. Until 1900, Deputies could introduce 
amendments on their own initiative, and at the present time this 
power has not been entirely removed, as the legal restrictions to 
prevent abuse are inefiective. The unit for voting expenditure 
is the chapter, of which there are about 2000, and each chapter 
is divided into paragraphs. The paragraph is divided into 
services. In a few cases the article is the unit. There is no 
time-limit on legislative action on the Budget. If the Budget is 
not voted in time the Minister of Finance submits a “ Projet de 
loi de Douzieme “ Provisional Twelfths ”, monthly votes on 
account, are so frequent that they have come to be considered a 
normal feature of the French budgetary system. These are voted 
for the number of months specified and confirm existing revenue 
laws for the period specified. The estimates are based on the 
credits in the past Budget, a line for seasonal and other variable 
factors. 

Under the Law of December 1922 on German budgetary pro- 
cedure the Eeichsrat, a body composed of delegates of the States, 

^ See Stourm, The Budget, Part II. chapter xh. ; Plazinski’s translation 
(New York: P. Appleton & Co., 1917). 
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examines the Budget prepared by the executive in the first place 
by a Commission of which the Chairman is the Minister of Finance. 
The Heichsrat makes recommendations, but the Minister of Finance 
has the power to request that the modifications be submitted to 
the Cabinet, which has powers to approve or reject these modifica- 
tions. The Government, if it disagrees with the changes intro- 
duced by the Heichsrat, attaches its origmal estimates to the 
Budget when it is submitted to the Reichstag. In regard to these 
disputed items (Do'ppelvorlag) the Reichstag has to approve the 
Reichsrat’s proposals by a two-thirds majority. If the Reichsrat 
inserts new items of expenditure or increases expenditures or 
reduces revenues or even eliminates them, it has to make 
suggestions to avoid any deficit in the Budget as a whole. The 
Budget in the Reichsrat is voted after three readings. The 
members of the Reichstag have the right to propose additional 
expenditures, but in 1931 they were prevented from increasing 
credits or reducing revenue without indicathig the ways and 
means of balancing the Budget. If these proposals mean a 
change in the revenue side of the Budget it has to go to the 
Cabinet for approval. If the Reichstag increases the credits 
demanded by the Minister of Finance, the increase has to be 
submitted for the approval of the Reichsrat, and if the latter 
does not give a decision or refuses to assent to the increase, the 
President of the Reich either has to submit the Budget to 
a referendum of the electorate within three months or, as is 
more usual, orders the Reichstag to reconsider the matter. 
The Budget goes to the President for final authorisation. The 
increase is only retained if it is supported by a majority of two- 
thirds. Even if there is the majority the President of the Reich 
can decree a referendum of the people. Under Article 48 of the 
Weimar Constitution the President has also powers to issue the 
necessary ordinances if the Reichstag rejects the Budget or if it 
is dissolved before it can vote. The Reichstag lacks the powers 
of the French Chamber of Deputies and it cannot propose a new 
Budget. In the Reichstag the Budget is handed over after the 
first reading to a Budget Committee. The Budget with the 
changes recommended by this committee is returned to the 
Reichstag for a second and final reading. The Budget is normally 
voted at the end of March in time for the beginning of the new 
financial year, but if it is not voted in time provisional credits for 
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several ULontLs (N otliauslialtsgesetz) are voted. Under the emer- 
gency measures instituted on 24th March 1933 the Budget Act of 
1922 is in suspension and all powers and duties are transferred 
to the National Socialist Government. The publication of the 
detailed Budget is withheld and comment on it in the press is 
under strict control of the Government. By the law of 1st 
February 1934 the sovereign rights formerly possessed by the 
Federal States passed into the hands of the Eeich Cabinet. In 
Budget as in other matters, the Reich is the centralised Govern- 
ment and the seventeen Lander became merely administrative 
units. Before the Hitler regime the German legalisation of the 
Budget was in contrast with that of France. The German system 
of financial administration has been much influenced by the 
French system. The Reichstag, however, lacks the powers of 
the French Chamber of Deputies. It favoured a powerful 
executive vis-d-vis a weak legislature. The executive by the 
Constitution of 1922 had wide powers and by the Enabling Act 
of 24th March 1933 completely displaced the legislature in the 
legalisation of the Budget. 

The Budget in the United States legislature is in refreshing 
contrast with that of most other countries. Before the Budget 
and Accounting Act of 1921 there was no proper budgetary 
system at all. The defects in the preparation of the Budget have 
been dealt with in the previous chapter. In the legislature the 
preparation of appropriation bills was in the hands of numerous 
Committees in both Houses working independently of each other, 
and there was no real interest in balancing receipts with ex- 
penditures. The legislature compelled the executive to spend 
the amount which it set aside in appropriation Acts whether 
Government could spend it or not. Logrolling and waste were 
the characteristics of this system. This has now been changed 
and requests for funds are considered by the Bureau of the 
Budget, which is under the President himself. In place of a 
single agency, as in the British system — the Treasury — there is 
also a legislative agency — the Committee on Appropriations — 
which retains the power to modify budgetary proposals in both 
Houses of the legislature. The legalisation of the Budget, 
therefore, is in contrast with the system obtaining in the United 
Eiingdom, where the House of Commons cannot increase appro- 
priations and does in practice carry out exactly what the Govern- 
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ment of the day demands, and where, as a result of the Parlia- 
mentary Act of 1911, the Upper House has no power to modify 
the Budget. The House of Lords must either accept or reject, 
and if it rejects, the bill becomes law. The House of Commons 
in the legislature has the sole right of initiative in taxation, and 
the House of Lords has no power to reject a money bill. As we 
have seen, “ if a money bill, having been passed by the House of 
Commons, and sent up to the House of Lords at least one month 
before the end of the session, is not passed by the House of Lords 
without amendment within one month after it is sent up to that 
House, the bill shall, unless the House of Commons direct to the 
contrary, be presented to His Majesty and become an Act of 
Parliament on the Royal Assent being signified, notwithstanding 
that the House of Lords has not consented to the bill In the 
United States the President with the Bureau of the Budget is 
now enthely responsible for the preparation of the Budget, but 
the legislature in theory and even in practice has equal power to 
change, increase, or decrease appropriations as it thinl^s fit. The 
Senate and the House of Representatives have equal powers over 
the legalisation of the Budget. AVhen a difference arises, the 
representatives of both Houses meet together and the matter is 
settled in joint conference committee. Sometimes, as in the sur- 
tax question in 1924, when the House of Representatives was 
insistent on keeping a high rate of tax, the Senate agreed to the 
principle, and a satisfactory solution was reached by compromise. 
A money bill has to be a very bad bill before it fails to pass this 
test — compromise by both Chambers. By Section 7 of Article I. 
of the Constitution, bills for raising revenue originate in the House 
of Representatives, but the Senate can, as we have seen, propose 
amendments. A bill for raising revenue is one for levying taxes 
in the strict sense of the word, and not one which incidentally 
brings in money. Section 8 of Article I. provides that “ the 
Congress shall have power to raise and support armies, but no 
appropriation of money to that use shall be for a longer term than 
two years Section 9 of Article I. provides that '' no money 
shall be drawn from the Treasury but in consequence of appro- 
priations made by law, and a regular statement of all public 
money shall be published from time to time ”, This clause 
contains the right of authorising expenditure by the legislature. 
During the first seven years of the operation of the new system 
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introduced by the Act of 1921, the legislature showed not a single 
instance where Congress appropriated a larger total than that 
asked for by the President, and it has eliminated all the evils of 
legislative initiative in making estimates. In short, it retains the 
elective legislative consideration of the proposals of the ex- 
ecutive. The American principle of the separation of powers 
requires that the final determination of the Budget must rest 
with the legislature. The Enghsh principle, by which the 
Ministry’s will must prevail in the passage of the Budget through 
the legislature or the Ministry must resign, is not suitable to the 
different conditions existing in the American Eepublic. 

The Committees in both Houses hold elaborate hearings 
regarding the grant of funds, and amendments are made for 
increasing or decreasing appropriations. In the House of 
Eepresentatives the Committee on Appropriations — a strong 
Committee — acts on expenditures and the Committee on Ways 
and Means on revenue immediately after the Budget is presented. 
The Appropriation Committee is composed of thirty-five members 
in the House of Eepresentatives and is divided into thirteen sub- 
committees of five members each. Each sub-committee is 
responsible for the frammg of one of the appropriation bills, but 
each bill must be acted upon by the full Committee on Appro- 
priations before it is reported to the House. All appropriation 
bills originate in the House of Eepresentatives. The Committee 
will not consider any appropriation that has not been recom- 
mended by the Bureau of the Budget, and, if considered, it is 
improbable that it wall be increased. Further, no official is 
permitted to oppose a reduction of his estimate before the Com- 
mittee. Hearings are held by the sub-committees and sometimes 
by the full Committee, at which the Director of the Budget and 
other witnesses with documents, etc., may be required to be 
present. When the bill has been reported to the House amend- 
ments may be made. When it goes to the Senate a procedure 
similar to that in the House is followed, the Budget being sent to 
committees and sub-committees. Differences are adjusted in 
conference, as we have seen, after which the bills are sent to the 
President for approval. The Budget after approval becomes law. 
There is no time limit on the legislative action on the Budget. 
The grants are usually voted in time and there are no provisions 
covering the use of provisional or temporary Budgets. Deficiency 
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appropriation bills, however, are presented and dealt with in both 
Houses. The President must accept or reject an appropriation 
bill in its entirety. He cannot veto specific items. 


Initiation of Money Bills by the Government 

3. Reference has already been made to the fact that it is now 
usual in many countries to restrict the power of the legislature 
to refuse or reduce but not to originate or increase supplies or 
taxation.^ The responsibility of economising expenditure and 
taxation is laid on the shoulders of Ministers who are interested 
in making both sides of the Budget balance. This practice 
obtains in Great Britain, the Dominions, India, and in certain 
other countries. In recent years legislatures in other countries 
such as in France, Germany, Italy, and the United States, have 
by self-denying ordinances attempted to curtail the power, not 
without success, of members of the legislature in bringing forward 
demands for grants and upsetting Budget unity and Budget 
balance. The steps taken by the Chamber of Deputies in France, 
in Germany under the Act of 1922, and in Italy where the Chamber 
may not increase expenditures or decrease revenues unless prior 
sanction of the Government has been received or the recom- 
mendation has come from the Budget Committee (the Giunta 
Generale del Bilancio), and where the Senate has little or no power 
with regard to Budget as it can only approve or disapprove the 
Chamber’s action, are illustrative of the drift of opinion in regard 
to money bills. The executive is more and more increasing, as it 
must, its power with regard to budgetary procedure, at a time 
when legislatures are overburdened with legislative work in all 
directions. 

As Bagehot well puts it in his English Constitution : ''On 
common subjects any member can propose anything, but not 
on money — the Minister only can propose to tax the people. 
This principle is commonly involved in mediseval metaphysics 
as to the prerogative of the Crown, but it is as useful in the 

^ Vide May’s Parliamentary Practice, 12tli edition, p. 477 (London, Butter- 
worth. & Co., 1917). Standing Order 66 reads: “This House will receive no 
petition for any sum relating to the public service, or proceed upon any motion 
for a grant or charge upon the public revenue, whether payable out of the 
consolidated fund or out of money to be provided by Parliameftit, unless recom- 
mended by the Crown 

VOL. II 2 1 
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nmeteenth century as in tEe fourteentE, and rests on as sure 
a principle. TEe House of Commons — ^now tEat it is tEe true 
sovereign, and appoints tEe real Executive — Eas long ceased to 
be tEe cEecking, sparing, economical body it once was. It 
now is more apt to spend money tEan tEe Minister of tEe day. 
I have Eeard a very experienced financier say, ' If you want 
to raise a certain cEeer in tEe House of Commons make a 
general panegyric on economy ; if you want to invite a sure 
defeat, propose a particular saving TEe process is simple. 
Every expenditure of public money Eas some apparent public 
object ; tEose wEo wisE to spend tEe money expatiate on tEat 
object ; tEey say, ' WEat is £50,000 to tEis great country ? 
Is tEis a time for cheese-paring objection ? Our industry was 
never so productive, our resources never so immense. WEat 
is £50,000 in comparison with this great national interest ? ’ 
TEe members who are for the expenditure always come down ; 
perhaps a constituent or a friend who will profit by the outlay, 
or is keen on the object, Eas asked them to attend ; at any 
rate here is a popular vote to be given, on which the news- 
papers — always philanthropic, and sometimes talked over — will be 
sure to make encomiums. TEe members against the expenditure 
rarely come down of themselves ; why should they become 
unpopular without reason ? TEe object seems decent ; many 
of its advocates are certainly sincere ; a hostile vote will make 
enemies, and be censured by the journals. If there were not 
some check, the ' people’s house ’ would soon outrun the 
people’s money. TEat check is the responsibihty of the Cabinet 
for the national finance. If any one could propose a tax, they 
might let the House spend it as it would, and wash their hands 
of the matter ; but now, for whatever expenditure is sanctioned — 
even when it is sanctioned against the Ministry’s wish — the 
Ministry must find the money. Accordingly, they have the 
strongest motive to oppose extra outlay. TEey will have to 
pay the bill for it ; they will have to impose taxation, which 
is always disagreeable, or suggest loans, which, under ordinary 
cncumstances, are sEamefxil. TEe Ministry is (so to speak) the 
bread-winner of the political family, and Eas to meet the cost 
of philanthropy and glory, just as the head of a family Eas to 
pay for the charities of his wife and the toilette of his daughters. 
In truth, when a Cabinet is made the sole executive, it follows 
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it must have the sole financial charge ; for all action costs money, 
all policy depends on money, and it is in adjusting the relative 
goodness of action and policies that the executive is employed.” ^ 
In India, neither in the central nor local legislatures can ex- 
penditure or taxation take place except on the recommendation 
of the Executive Governments.'^ The President of the Council 
of State in India referred to this as follows : “I think it will 
be quite clear to the Honourable Members if they refer to 
Section 67 A (2) of the Government of India Act (1919), that the 
framers of that Act have therein given statutory expression to 
the English constitutional rule that demands for supply must 
proceed from the Crown ; in other words, the legislature can 
reduce, but it cannot increase expenditure. That is quite 
clearly expressed in the Act. If that is so, it seems to me to 
involve the necessary consequence that taxation, to provide for 
such expenditure, must also be initiated by the Crown. Indeed, 
Section 67 of the same Act could be construed in the same way. 
I think I must therefore rule that an amendment, except by a 
member speaking on behalf of Government, which has the effect 
of increasing taxation proposed by the Bill is out of order, unless 
it proposes taxation by way of equivalent to a tax brought by 
the Bill imder the consideration of the Council. The point is 
this, that the Crown makes a demand, the Crown proposes 
taxation, the Council can reduce the demand or the taxation, 
but it can neither increase the demand nor can it increase the 
taxation, except at the instance of a member of the Government. 
But it is open to members who desire to vary what I may call 
the incidence of taxation imposed by the provisions of the Bill, 
to propose an increase in one item compensated by a corresponding 
reduction in some other item.” ^ 

The President of the Legislative Assembly similarly gave the 
following ruling : I think it is obvious that the Imperial 

Parliament intended to confer the same powers and the same 
restrictions regarding the levy and appropriation of public 
revenues which it itself enjoys. Neither the House of Commons 
nor the Legislative Assembly is empowered to increase a demand 


1 The Works and Life of Walter Bagehot, vol. v. pp. 255-G, Mrs. Euasell 
Barrington (Longmans, 1915). 

“ Government of India Act, 1935, clauses 37 and 82. 

Council of State Debates^ p. 526, 21st March 1921. 
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for a grant. Tlie House of Commons is equally forbidden to 
increase a tax. That general principle has been laid down 
many times, and I think that it is one which we ought to apply 
here. Therefore, those amendments which propose increases of 
taxation will not be in order.’’ ^ 

In the Bombay Legislative Council the President referred 
to the words of the Speaker in the British House of Commons, 
in 1908, when he said, ‘‘In a committee we cannot go any 
further than the authority given on the recommendation of the 
Crown. It is one of the protections of the taxpayer. If the 
Chancellor of the Exchequer tells me and the House that the 
scheme proposed is a charge on public revenues, I am bound to 
accept that statement.” - 

Annual Voting of the whole Budget 

4. Certain heads of revenue and expenditure are not voted 
every year. There is a classic instance in the case of Germany 
where the military Budget before the War was voted for 
seven years, and it was therefore not a matter for the annual 
debate. 

In France the great Mirabeau argued in favour of making no 
tax votable for more than a year except the one devoted to the 
service of the debt and the civil list. It was not carried, but in the 
Constitution of 1791 it was clearly laid down that funds set apart 
for debt or the payment of the Civil List could not be refused or 
suspended. In 1827 the matter was again considered with a view 
to dividing the Budget into two parts ; the Budget of the Con- 
solidating Fund and the extraordinary Budget. Into the former 
were to be placed all permanent and fixed services, and new charges 
of an accidental or temporary nature w^ere to be included in the 
latter. It was proposed to make the former charges, i.e. those 
against Consolidated Fund, permanent in order to save the time of 
the Chambers, which might be devoted to the examination of new 
expenses, but this was not adopted, with the result that at the 
present time a plethora of detail is given.^ It is interesting in this 
connection to remember that in the First Kepubhc and under the 

Legislative Assembly Debates, p. 3719, 19th. March 1923. 

- Parliamentary Debates, vol. 191, col. 1512. 

^ Stourm, The Budget, Plaziiiski’s translation, p. 323. 
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First Empire appropriations were voted en bloc and by Ministries, 
during the first part of tbe restoration and the first part of the 
Second Empire by Grand sections, at the end of the restoration 
and once during the Second Empire and by chapters in 1830, in 
1853, and since 1869. In regard to the detail in which the Budget 
should be voted it was necessary to see not only that balance in 
appropriations between offices and offices or departments and 
departments in the public services should be preserved, but care 
must be taken to see that sufScient legislative control prevails. 
Otherwise the executive may be wasteful in expenditure. Each 
vote should have a definite and precise meaning or aim, and the 
compromise between conflicting interests must be followed. The 
broad services may be divided, as in the civil estimates or book of 
estimates, into broad heads and chapters or major heads, and 
those which are votable annually should be separated from those 
which are voted permanently. In England Parliament provided 
for the establishment of a Consolidated Fund in 1787. The 
proceeds of taxation and other sums of money received by the 
Treasury on behalf of the Crown are carried to the Consolidated 
Fund. Permanent charges for the service of the State are secured 
by Statute upon that Fund, which the Treasury is bound to defray 
according to law. At present the items included under the Con- 
solidated Fund service are the National Debt service, payments to 
local taxation accounts, the civil list, annuities and pensions, 
salaries and allowances, courts of justice and payments to the 
Northern Irish Exchequer, land settlement, the road fund, and 
certain other miscellaneous expenditure. This formed in 1934-35 
£261 millions out of a total expenditure of £797 millions charge- 
able against revenue, or 33 per cent.^ 

In India the non- votable items under the Government of India 
Act, 1935, are in the nature of permanent appropriations. The 
distinction between votable and non-votable expenditure has 
given rise to interesting rulings. The Hon. Sir Narayan 
Chandavarkar, the first President of the Legislative Council, 
ruled that where the head of a Department’s salary was non- 
votable, it was not possible to cut down the votable salaries of 
officers, such as clerks, etc., on the ground that the head of that 

^ The average for the decennial period 1925-26 to 1934-35 is 46 per cent. 
The service of the public debt was greatly reduced {vide Chapter XXXV.) in 
1933-34. 
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Department is unnecessary or unfit or sucfi like reason pertaining 
to Mm personally or Ms office or position. He cited certain 
rulings in tfie House of Commons in support. Where a demand 
for the establishment of the Lord Chancellor was made in the 
House of Commons, a reduction was moved in the expenses of that 
establishment on the ground of the position of the Lord Chancellor, 
but the Chair ruled : ' It is out of order to do indirectly what 
canT be done directly. The position of the Lord Chancellor canT 
be discussed on this vote ’ (P.D, E. of C. 4th Ser. vol. 17, col. 
163). So also, when a demand was made for the salaries of the 
clerks of the House of Lords, reduction was moved on the ground 
that the House of Lords was obstructive and therefore unnecessary. 
The Chancellor of the Exchequer, on a point of order, protested 
that to reduce the salaries of the clerks for the purpose of attack- 
ing their master, the House of Lords, w^as like carrying on war 
by killing the baggage-bearers. ' A strange thing if w^e began 
contest with a great man by cutting down the salaries of his 
servants.’ Upon that the Chair ruled : ‘ Nothing is really open 
to discussion on this vote except the duties and salaries of the 
clerks. I don’t think the policy of the House of Lords is open 
to discussion on this vote. The Committee can discuss only 
the duties and remunerations of the officials ’ (P.D. E. of G. 
4th Ser. vol. 28, cols. 1426 to 1428). Again, on demand made 
for repayment to the Civil Contingencies Fund of certain mis- 
cellaneous advances, Mr. Lloyd George moved a reduction on the 
ground of a principle, namely, that the Lord Lieutenant of Ireland’s 
office was a sinecure, but the Chair ruled : ‘ The salary of the 
Lord Lieutenant is placed upon the Consolidated Fund ’ (he. it 
is non-votable) ' in order that he may not be criticised in this 
style. The only question into which the honourable gentleman 
can enter is that of the adequacy of this expenditure ’ 
(Hansard, 3rd Ser. vol. 348, col. 905).” ^ 

The advantages of not discussing the entire Budget annually 
are that time will be economised and greater justice done to the 
remaining items. Moreover, when interest on loans is not sub- 
jected to an annual vote greater confidence is produced, as credit 
and stabihty count for much. On the other hand, expenditure 
on supply services including new items of expenditure should 
come under the annual purview of the legislature. 

^ Bombay Legislative Council Debates, 9th March 1923, p. 935. 
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Tfie Powers of the two Chambers 

5. The relative powers of the two Chambers have frequently 
been discussed. A scrutiny of the detailed heads twice over is 
considered a waste of time by some authorities who want to re- 
strict the powers of the Upper Chamber to a discussion of general 
principles only. In the British Parliament the lower House only 
can initiate Money Bills. The House of Commons only can grant 
supplies. It is paramount and has the privilege of initiative in 
taxation. It is for the House of Lords to assent. Money Bills 
cannot be amended by the Lords on their way to receive royal 
assent. The supremacy of the House of Commons in money 
matters can be seen from the Speech of the Throne. The King 
begins with “ My Lords and Gentlemen ”, but referring to 
finance he says, “ Gentlemen of the House of Commons, I have 
given orders that a statement of the funds necessary for the 
operations of the year be submitted to you ”. While reverting 
to foreign affairs he again refers to “ My Lords and Gentlemen 
A classic instance of this is seen in 1407, when Henry IV. initiated 
financial discussion in the House of Lords. The Commons 
objected to this procedure, and the King recognised the principle 
that the money grants were made by the Commons and assented 
to by the Lords. ^ They were not to be reported to the King 
until both Houses were agreed and were to be reported by the 
Speaker of the Lower House. Thus well over five centuries ago 
a long step had been taken to assert exclusive control over taxa- 
tion which was asserted in later times with success. In 1625 it 
was resolved that the rate or tax should not be altered by the 
House of Lords. In 1678 it was decided that all supplies ought 
to begin with them. All aids and supplies and aids to His 
Majesty in Parliament are the sole gifts of the Commons, and all 
bills for the granting of any such aids and supplies ought to begin 
with the Commons, and that it is the undoubted and sole right 
of the Commons to direct, limit, and appoint in such bills the ends, 
purposes, considerations, conditions, limitations, and qualifica- 
tions of such grants, which ought not to be changed or altered by 
the Lords.” There was no real conflict from this time imtil 1860. 
When the Paper Duty Repeal Bill was rejected by the House of 

^ Anson, Law and Custom of the Constitution, vol. i. p. 269 (Oxford Clarendon 
Press, 1909). 
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Lords in that year the House of Commons passed the following 
resolutions : 

That the right of granting aids and supplies to the Crown is in 
the Commons alone as an essential part of their Constitution ; 
and the limitation of ail such grants as to matter, manner, measure, 
and time is only in them. 

'' That although the Lords have exercised the power of 
rejecting Bills of several descriptions relating to Taxation by 
negativing the whole, yet the exercise of that power by them has 
not been frequent and is justly regarded by this House with 
peculiar jealousy, as afiecting the right of the Commons to grant 
the supplies, and to provide the ways and means for the service 
of the year. 

That to guard, for the future, against an undue exercise of 
that power by the Lords, and to secure to the Commons their 
rightful control over taxation and supply, this House has in its 
own hands the power so to impose and remit taxes, and to frame 
Bills of supply, that the right of the Commons as to the matter, 
manner, measure, and time may be maintained inviolate.” ^ 
In 1909 the Finance Bill was not assented to by the House of 
Lords on the ground that the judgment of the country was 
necessary. Parliament dissolved, and the country supported the 
Government measure. The new Parliament passed the Bill, and 
an Act — the Parliamentary Act of 1911 ^ — became law which 
provided that a Money Bill passed by the House of Commons and 
sent up to the House of Lords one month before the end of the 
session is, if the House of Lords does not pass the Bill without 
amendment within one month after the Bill is sent to it, to be 
presented to His Majesty and to become an Act of Parliament. 
By this Act the House of Lords cannot reject a Money Bill. The 
Act requires on every such bill when it is sent to the House of 
Lords and when it is presented to His Majesty for assent a 
certificate from the Speaker that it is a Money Bill. The Speaker 
consults, if possible, before giving his certificate, two members 
from the Chairmen’s panel appointed at the beginning of each 
session by the Committee of Selection. It is also provided that 
Nothing in this Act shall diminish or qualify the existing rights 

^ 115 C, J, 360; 159 H, B, 3, § 1383; cf. p. 517, May’s Parliamentary 
Practice, 12th edition. 

^ 1 & 2 Geo. V. c. 13 ; cf. p. 397, May’s Parliamentary Practice, 12th 
edition. 
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or privileges of tlie House of Commons The Lower Chamber 
has tbe right of initiative in taxation which is recognised by the 
Upper Chamber. If the Upper Chamber introduces a bill which 
imposes a charge on revenues when it is read a third time the 
financial clauses are omitted, but when sent to the Lower House 
are printed in special type in the bill. The House of Commons 
reinserts the financial clauses. Alternatively the financial clauses 
are left in the bill followed by a clause negativing this charge, the 
House of Commons then omits the formal negative and the bill is 
passed. This is merely a device in order to avoid a clash on 
account of the House of Commons’ privileges. 

In Canada all Money Bills must originate in the Commons. 
The Senate may reject these Bills, but cannot amend them. The 
power of rejection is seldom used. The Australian Constitution 
forbids the Senate to originate or to amend Money Bills. In the 
United States the Senate may alter a Money Bill. The Finance 
Committee of the Senate is a dominating power on the Congress, and 
full of initiative. It commences working on the Budget about the 
time when the House of Representatives takes it into consideration. 

In Article 8 of the French Constitutional Law of 28th February 
1875, it is laid down that the initiative and the making of laws 
rests jointly with the Senate and the Chamber. The fiscal laws, 
however, must be submitted first to the Chamber of Deputies 
and voted by the latter.” ^ The last four words, '' voted by the 
latter ”, have given rise to much controversy. The Senate argues 
that these words w^ere inserted merely to prevent the withdrawal 
of the Budget by the Executive from the supplies immediately 
after submission. The Deputies argue that the first and the last 
word on the Budget should rest with them. The issue has not 
been settled by any constitutional convention, and pressure is 
brought to bear upon the Senate by submitting the Budget at 
a late date, and the Senate yields with almost praiseworthy 
abnegation. Such disputes in France are usually settled by 
mutual concessions under pressure of time after two or three 
conferences. 

Reappropriations and Reserve Funds 

6. The question of reappropriations is an important one, as 
power to reappropriate involves in most cases the sanction of the 
^ Stourm, The Budget, Plazinski’s translation, pp. 312-13. 
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legislature. In modern constitutions Governments are given 
powers of reappropriation or '' virement ” usually under rules or 
within limits. Thus under the Indian Constitution it is laid down 
that, after grants have been voted by the Legislative Assembly, 
the Knance Department can sanction reappropriation within a 
grant from one major, minor, or subordinate head to another. In 
the Report of the Public Accounts Committee based on the 
Appropriation Report of the Accountant-General every reappro- 
priation from one grant to another, and every reappropriation 
ivithin a grant not conforming to the rules of the Finance Depart- 
ment, should be brought to the notice of the legislature. In some 
countries “ token grants ”, i.e. demands for nominal sums, the 
total expense being met by reappropriation, are applied for merely 
to bring the matter to the notice of the legislature. It is cus- 
tomary to leave the Executive with certain funds to be used as a 
reserve and to be accounted for in the next financial period or 
Budget. Thus in Great Britain there are the Treasury Chest and 
‘‘ Civil Contingencies ”, and in most Governments a reserve is 
necessary. The Civil Contingencies Fund is a loan fund of 
£1,500,000 which the Treasury controls and out of which it can 
make temporary advances to the Civil departments. These 
advances are for expenditure in regard to an established service 
which has urgently to be undertaken before a grant by Parlia- 
ment is possible. No provision has been made in the estimates, 
and payment cannot be postponed until the next financial year. 
Advances are also necessary in the case of the small over-spending 
of grants which the Treasury may hold to be inevitable. These 
two types of advances are repaid to the Fund out of grants of 
Parliament made for special purposes under supplementary 
estimates or excess grants. The capital of the Fund is restored 
and maintained intact from year to year. At the end of the 
financial year it is outstanding in the hands of the Paymaster- 
General in the form of a balance, and this sum is carried forward 
into the next financial year to the account of the Fund. On 
account of the wide powers of virement granted to the fighting 
services, no special machinery of this sort is required for these. 
The Fund is annually audited by the Auditor- General and the 
results are presented to Parliament through the Public Accounts 
Committee, which watches that the Fund is not made use of to 
defeat the limitations of appropriation, i.e, to avoid unspent 
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balances from being surrendered on the 31st March each year, 
the doctrine of lapse ^ which has been the rule in British finance 
since 1866. 

The Treasury Chest Fund is a fund by means of which the 
Treasury carries on the business of exchange for various depart- 
ments which have to meet expenditure overseas such as the pay- 
ment for regiments, for the navy, and for the diplomatic service 
abroad. As rates of exchange vary, and as it is not possible to 
estimate accurately the cost of transferring these funds abroad, 
provision is made not in the departmental budgets but in this 
Treasury Chest Fund. Its advantages are that it prevents the 
departments themselves from losing part of their grants in trans- 
ferring them abroad and in having a part of their amount locked 
up in the course of transfer. The Treasury, in short, acts as an 
exchange banker for the departments. It makes good the losses 
on exchange, not always entirely, as part of this is provided for 
in the votes, such as these of the navy estimates. It is not to 
be confused with the Civil Contingencies Fund, as the Chest Fund 
is used always abroad and can be made only in regard to sums 
already granted by Parliament and at the same time available 
for repayment to the fund. Advances from the Civil Con- 
tingencies Fund, however, are made on the credit of money 
actually available but not yet sanctioned by Parliament. In 
two respects they are similar. In the first place the repayments 
have to be made before the end of the year to both funds, so that 
their capitals are maintained intact from year to year. Secondly, 
both funds are audited by the Auditor-General, and the report of 
this audit is submitted to the Public Accounts Committee. The 
system of empowering the Executive to extend grants from this 
reserve for approved services does not always commend itself to 
jealous advocates of the powers of the legislature. It should, 
however, be remembered that this reserve is usually small, and 
it is essential to have such a sum for unexpected events when the 
legislature is not in session. 

^ The British Exchequer and Audit Departments Act of 1866 is elastic 
enough to permit in rare cases unspent balances to be carried forward to the 
next year. The necessary explanation is given in the next appropriation account, 
but this is most rare. The Ordnance factories vote is one example. (See Public 
Accounts Committee, Second Koport, 1896.) On one occasion the National 
Health Insurance Commission vote was allowed to suspend surrender. (See 
Appropriation Accounts for 1913-14.) Cf. Hawtrey, The Exchequer and the 
Control of Expenditure (Oxford University Press, 1921), p. 55. 
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The Veto and the Restoration of demands 
FOR Grants 

7. It is sometimes thought that the heads of Constitutions, as 
in the self-governing Dominions and other States, perform duties 
which could quite well he done bj the use of a rubber-stamp. 
This, however, loses sight of the manner in which financial policy 
may be modified by the advice given to members of the Executive 
responsible or by the action taken by the head of the Government 
himself. He may veto a legislative enactment. The veto, for 
example, was exercised in Canada in 1873 by the Governor- 
General in regard to the Oaths Bill. This was disallowed as being 
ultra vires of the Parliament of Canada. The Governor-General 
of Australia similarly withheld his consent to a proposed Act, and 
referred it to Downing Street. This was in connection with the 
Australian Navigation Act, 1912. The Act was finally approved, 
but the delay gave time for reflection regarding the results of the 
law, so that it has not been put into force in its entirety. In the 
Indian Constitution the Governor- General and Governors ^ of 
provinces possess the power of vetoing legislation, including, of 
course, finance legislation. In the United States, under Section 7, 
Article 1, of the Constitution, “ every Bill which shall have 
passed the House of Representatives and the Senate shall, before 
it become a law, be presented to the President of the United 
States. If he approve he shall sign it, but if not he shall return 
it, with his objections to that House in which it shall have origin- 
ated, who shall enter the objections at large on their Journal, 
and proceed to reconsider it. If after such reconsideration two- 
thirds of that House shall agree to pass the Bill, it shall be sent, 
together with the objections, to the other House, by which it 
shall likewise be reconsidered, and if approved by two-thirds of 
that House, it shall become a law.” If any Bill is not returned 
by the President within ten days after its presentation to him, it 
becomes a law. If it is returned within ten days, unless this Bill 
is passed by both Houses by two-thirds majority, it does not 
become law. Thus the Soldiers’ Bonus Bill of 1924 was re-passed 
over President Coolidge’s veto by an overwhelming majority. In 
the case of the Immigration Bill the President did not apply a 
veto, which would obviously have proved ineffective. Presidents 

^ Sections 32 and 75-77 of the Government of India Act, 1935. 
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Jackson, Tyler, Johnson, and Cleveland employed this veto 
power. President Cleveland vetoed no less than 413 Bills during 
the first term of his office, more than two-thirds of which were 
private pension Bills. The most important Bill vetoed was the 
Dependent Pension Bill — a measure so vague that it might have 
led to enormous frauds upon the Treasury. Presidents Adams, 
Jefferson, John Quincy Adams, Van Buren, William Henry 
Harrison, Fillmore, and Garfield never vetoed a Bill passed by 
Congress. Generally, the other Presidents vetoed but few. 
Washington vetoed 2, Madison 6, Monroe 1, Jackson 9, Tyler 8, 
Polk 3, Pierce 9, Buchanan 7, Lincoln 3, Johnson 22, Hayes 8, 
Arthur 4, Benjamin Harrison 19, Cleveland (second term) 42, 
McKinley 6, Roosevelt 40, Taft 26, and Wilson 26. Bryce says 
that the American people admire their President because he has 
an opinion of his own and is not afraid to enforce it. In all the 
States of the Union, except one (North Carolina), Bills passed by 
the two Houses must be submitted to the State Governor for 
his approA^al. Should the Bill be returned to the legislature dis- 
approved, it is lost unless re-passed over his veto by a majority 
of two-thirds, but sometimes larger, in each House. A good 
governor uses his veto freely, as this is considered in many States 
to be a test of a governor’s judgment and courage. The power 
of the veto is a negative one. Veto (I forbid) was, of course, the 
expression used by the tribune of the people in nullifying measures 
under the Roman Republic. 

It is sometimes necessary to certify, restore, or authorise. 
Thus expenditure may be certified, restored, or authorised as a 
positive Act of the Executive. The House of Commons in 1871 
refused to abolish the purchase of commissions in the Army, and 
this was carried through by Royal Warrant, an Executive Act,^ 
Failure to vote the Budget is the counterpart of the right to 
authorise the Budget, and rarely have legislatures taken this 
extreme measure. Failure to vote the Budget is always regarded 
as a sign or even the result of political unrest. King Charles I. 
held that if the legislature refused to approve the levying of 
taxes, and thus failed in their duties, the King may act upon his 
authority by virtue of the divine right of kings. In the famous 
struggle between Pitt and Fox towards the end of the eighteenth 

^ This is published in Appendix 1. p. 483, vol. ii., Anson, Law and Custom 
of the Const itutio7i (Oxford University Press, 2nd edition). 
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century, Fox managed to secure the adjournment of the vote on 
subsidies on five or six occasions. It camiot ”, he said, be 
contested that the Constitution gives to the House the right to 
refuse the funds ; but this is a weapon which the House must 
use with caution, and only when the public cause imperatively 
demands such action. I shaU always uphold this right.” 
Erskine May rightly says that this weapon is now rusting in the 
arsenals of constitutional laws. In Prussia, Bismarck carried on 
the Government for four years (1862-66) without the grant of 
supplies from the Landtag, but with the support of the Upper 
House. The funds were required for military reorganisation. 
When Prussia defeated Austria at Sadowa the ehects of 
Bismarck’s pohcy were clearly demonstrated. Later King 
William admitted that the Budgets of the years 1862-66 had not 
conformed with the law.^ In France in 1877 the Budget was not 
voted till the 15th December, i,e. until a new Cabinet from the 
ranks of the majority of the Chamber of Deputies was appointed. 
In the Indian Constitution it is provided that when expenditure 
is refused grants may be restored. The Governor-General and a 
Governor have this power under the Government of India Act, 
1935, where the refusal or reduction would affect the due dis- 
charge of any of the special responsibilities of the Governor- 
General or of a Governor of a province. It will be seen that for 
the head of the Executive in India both in the federation and in 
the provinces, certain financial safeguards have been inserted into 
the Constitution. The Joint Committee of both Houses of Parha- 
ment commenting on their nature and objects in the new Con- 
stitution said that “ The safeguards we contemplate have nothing 
in common with those mere paper declarations which have been 
sometimes inserted in constitutional documents, and are depen- 
dent for their validity on the goodwill or the timidity of those to 
whom the real substance of power has been transferred. They 
represent on the contrary (to quote a very imperfect but significant 
analogy) a retention of power as substantial, and as fully endorsed 
by the law, as that vested by the Constitution of the United States 
in the President as Commander-in-Chief of the Army — but more 
extensive both in respect of their scope and in respect of the 
circumstances in which they can be brought into play. On the 

1 Stourm, The Budget, Plazinski’s translation, p. 22 (London : Appleton, 
1917 ). 
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other hand, they are not only not inconsistent with some form 
of responsible government, but in the present circumstances of 
India it is no paradox to say that they are the necessary comple- 
ment to any form of it, without which it could have little or no 
hope of success.” 

Safeguards are not confined to the w^orld of finance but exist 
for many other purposes in Constitutions. They are too common 
in various walks of life, like the safeguards for a motorist on the 
road to prevent accidents which could be fatal. The motorist, 
on seeing a safeguard notice, slows down in passing school or 
cross-roads. A safeguard is there for a definite purpose. Such 
safeguards are used by the motorist as and when required ; they 
prevent catastrophies. Safeguards are sometimes regarded as 
interfering wuth self-government, but in reality this is not the 
case. Full provision must be made for the maintenance and 
efficiency of the fundamentals of a Government, especially in the 
sphere of finance, as a nation’s credit is a delicate piece of furniture 
which cannot be dusted with a Turk’s-head mop. However much 
the doctrine that good government is no substitute for self- 
government may be subscribed to, care must always be taken 
not to permit all Governments being replaced by anarchy for this 
purpose. Safeguards are, therefore, necessary. 



CHAPTER XL 


THE EXECUTION OF THE BUDGET 

Introduction 

1. After the legalisation or vote of the Budget adequate 
machineiy is required to secure conformity with the views of the 
executive and the legislature on it. Unless this exists and works 
with efficiency, the preparation and the vote of the Budget will 
be rendered nugatory. This branch of the subject is known as 
the execution of the Budget, and includes the collection of the 
revenue, the custody of public moneys, the methods of spending 
in accordance with appropriations and the services performed by 
the Treasury or Finance Ministry m the country concerned. The 
topics of control and audit are the most important of this branch 
of financial administration. Control is used in two senses, some- 
times in the technical sense of the control of issues from the 
Treasury and sometimes in a wider sense to embrace all forms of 
control, judicial, legislative, and administrative, over expenditure, 
receipts, and loans. Thus control in the latter sense would 
include (1) the administrative control exercised by the head of a 
department and by the Treasury or Finance Department over 
other offices, (2) the judicial control exercised, for example, by 
the Coui*t of Accounts in France, and also (3) the legislative con- 
trol exercised through the Committee of Public Accounts. By 
'' audit ” is meant the verification and examination of accounts 
before the expenditure takes place (pre-audit) or after the ex- 
penditure has been incurred (post-audit). Audit is essential to 
secure that the funds are not in any way spent improperly and at 
the same time spent exactly in conformity with the will of the 
legislature. Audit originally consisted of the hearing of explana- 
tions from those rendering the account. '' Look into your affairs 
often, and cause them to be reviewed, for those who serve you will 

1016 
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thereby avoid the more to do wrong, and will take pains to do 
better. In the first place he who renders accounts ought to swear 
that he will render a lawful account and faitlifully account for 
what he has received of the goods of his lord, and that he will 
put nothing in this roll save what he has to his knowledge spent 
lavTully, and to his lord’s profit. . . . The lord of the manor 
ought to command and ordain that the accounts be heard every 
year, not in one place, but on all the manors, for so can one 
quickly know everything and understand the profit and loss.” ^ 
In recent years audit has assumed great importance in financial 
administration and in Constitutions and in Acts of the legislature 
the head official in charge of audit is given large and independent 
powers. Audit is not a mere formal examination of authorities 
and of rules. It does not merely see whether there is quoted 
authority for expenditure but it investigates also the necessity 
for it. The raison d'etre of audit, as the Government of India in 
its Despatch on the Keforms of 1919 well described it, is briefly 
that '' it will ask whether individual items were in furtherance of 
the scheme for which the budget provided ; whether the same 
results could have been obtained otherwise with greater economy ; 
whether the rate and scale of expenditure were justified in the 
circumstances ; in fact, they will ask every question that might 
be expected from an intelligent taxpayer bent on getting the best 
value for his money. Tlie Audit Officers will also devote more 
of their time to looking into the manner in which various 
executive officers are undertakuig their more important financial 
responsibilities.” 

From time to time changes to meet changed circumstances are 
necessary in the execution of the Budget. The machinery must 
be brought up to date in spite of the opposition to change the 
working of a, system on the part of the official hierarchy. It was 
with this cud in view that Burke in his great speech of 1780 put 
forward “ a plan for the better security of the independence of 
Parliament and tlie economical reformation of the civil and other 
establisliments He laid stress on the importance of the execu- 
tion of the Budget and suggested doing away with the sinecures 

^ From the vc^ry reniai’kablo book by Walter de Henley, Tret.yce of Hus- 
bandry {circa 1200-'1250), Cambridge Univeraity Library.- Several other manu- 
scripts of this popular work still survive, for example, at the Guildhall and the 
British MuKoum, Xxjndon, the Bodleian, Oxford, and the Bib. Nat, Paris. Of. 
translation by Laiuontl witli introduction by W. Cunningham, 1890. 

VOL. II 2 K 
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ill regard to this part of fmancial administration. The audit of 
the two Auditors of Imprest was found to be nothing short of a 
scandal and each auditor was found to be in receipt of £16,000 a 
pear. He wns paid by fees and did his work by a deputy.^ 
£75,863 were in 1780 distributed among the high officials and 
their stahs. Of this sum the auditor received for himself £10,816, 
the Clerk of the Pells £7597, the four Tellers £27,930, the four 
“ second clerks ” of the Tellers (also sinecurists) £4193, and the 
Usher £4200. The Auditor, the Clerk of the Pells, the four 
Tellers, and the Usher owed their appointments to the fact that 
their fathers held high offices in the State at the time when the 
vacancies arose which they filled. The Auditor, for example, was 
nephew and successor of a Prime Minister, the Clerk of the Pells 
and the Usher were brothers and sons of a Prime Minister, and of 
the four Tellers one was the son of a Prime Minister and the other 
three were sons of Lord Chancellors. No wonder that Burke 
said, “ My idea therefore is to reduce these offices to fixed salaries, 
as the present lives and reversions shall successively fall. It will 
not be difficult to calculate the value of this fall of lives to the 
public, when we shah have obtained a just account of the present 
income of these places ; and we shall obtain that account with 
great facility if the present possessors are not alarmed with any 
apprehension of danger to their freehold office and he wound 
up his speech by moving for leave to bring in a bill '' for the better 
regulation of His Majesty’s civil establishment and of certain 
public offices ; for the limitation of pensions and the suppression 
of sundry useless, expensive, and inconvenient places, and for 
applying the moneys saved thereby to the public service 
These auditors were abolished in 1785 ^ by statute, and a body 
of five commissioners was appointed for auditing the public 
accounts. This body, known as the Audit Board, was abolished 
when its duties were transferred to the Comptroller and Auditor- 
General by the Exchequer and Audit Act of 1866, on which the 
present system of control of issue and audit rests even after the 
passing of the Amending Act of 1921. A result of Burke’s speech 
in 1780 was the appointment of a Commission, in the same year, 
of six persons to examine the public accounts of the kingdom, 

^ Report on Public Income and Expenditure, 1869 ; Part II., Appendix No. 
13, p. 331. Cf. Anson, part ii. p. 331. 

2 25 Geo. III. c. 52. 
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and this Commission presented at intervals fifteen detailed 
reports, the last in December 1786, to the House of Commons. 
This Commission was less concerned with the particular methods 
of conducting business in the Exchequer than with repressing 
the numerous sinecures with their enormous fees. The Exchequer 
officials were, like many of their successors at the present day, 
conservative to a degree. The Act of 1697 entitled '' an Act for 
the better observation of the course anciently used in the Eeceipt 
of Exchequer ’V was quoted by Exchequer officials as crystal- 
lising and making sacrosanct their procedure. The procedure 
itself, as we shall see, was in need of re-examination and of 
modernisation. Parnell in his pam|)hlet Financial Ref arm - 
criticised the methods by which the public expenditure was 
managed and the large balances which lay, for example, with 
the Treasurer of the Ordnance. The Paymasters could use the 
large balances that were with them. We have, for example, the 
case of C. J. Fox’s paternal grandfather. Sir Stephen Fox, and his 
own father, Henry Fox, who made large fortunes in the office of 
the Paymaster. Sir Stephen Fox’s friend Evelyn computed him 
to be worth in 1G80 at least £200,000 “ honestly got and unenvied, 
which is next to a miracle Pepys in his Diary narrates that 
Sir Stephen Fox was enabled to make large profits from the 
office. Henry Fox, his son, was reported to have made millions. 
In 1769 the Lord Mayor presented a petition to the King from the 
livery of the city of London against his ministers in which Fox 
was called '' the public defaulter of unaccounted millions ”. 
Proceedings had actually been commenced in the Court of the 
Exchequer but had been stayed by a warrant from the Crown. 
It was a Commission appointed under the Royal Warrant of 
King William IV. of 8th July 1831 to inquire “ Into the manner 
in which the public money is received and paid ” that succeeded 
in securing the final abolition of the old Exchequer system. In 
its report ^ the Commission pointed out that all the forms and 
practices in force could be traced back to very remote periods 

1 8 and 9 William III, c. 28. 

“ Published in 1830, ch. xi. p. 136 on “ The Management of the Public 
Expenditure ”. Of. p. 181 : '' The Treasurer of the Ordnance has a power 
over the public money, which ought not to bo vested in any public officer. If, 
for instance, he wishes to have the use of money for a few days, ho may draw 
a cheque for any sum he pleases.” 

^ Parliamentary F^aper No. 313 of 1831. 
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and that, notwitlistanding the changes and improvements which 
experience and civilisation had introduced into monetary trans- 
actions, the forms of the Exchequer underwent little or no altera- 
tion. The Commission recommended the complete abolition of 
the old system and the sweeping away of the offices of the Auditor, 
the Clerk of the Pells, and the Tellers and the substitution of a 
Comptroller-General of the Exchequer on a salary of £2000 a year, 
which was raised to £3000 in March 1920,^ with a stah of eight 
subordinates costing £2600 a year in place of sixty-eight officials 
of the old department costing to Government £44,489 per annum. 
The Bank of England took over the receipts and issues of the 
Exchequer with effect from 11th October 1834 and all “ books, 
records, deeds, papers, documents, and vouchers whatsoever 
relating to the office of the receipt of the Exchequer ” were made 
over to the new Comptroller- General. The old Exchequer died 
on 10th October 1834 when the officers met for the last time and 
had their last quarter-day’s dinner. On the morning of the 11th 
the new establishment met in the old building in New Palace 
Yard, many of the rooms being unoccupied. The large and 
lofty room on the first floor, facing the Thames and known as the 
Star Chamber, was filled with old tally sticks. These were 
destroyed by using them for fuel in the Houses of Parliament, 
as the Star Chamber was now to be used as a Committee room for 
Parliamentary business. Charles Dickens describes the burning 
of the Houses of Parliament as a result of this, five days after the 
ancient Exchequer had ceased to exist : “ The stove, overgorged 
with these preposterous sticks, set fire to the panelling ; the 
panelling set fire to the House of Lords ; the House of Lords set 
fire to the House of Commons ; and the two Houses were reduced 
to ashes In 1921 the Exchequer and Audit Department Acts 
of 1866 and 1889 were amended by the Exchequer and Audit 
Department Act of that year which provided, inter alia, that 
stores and revenue accounts should also be audited by the 
Auditor- General and reported on to the Public Accounts Com- 

^ In August 1921 Government introduced legislation to legalise this, as it 
was admittedly irregular and illegal. The House of Commons at the time took 
strong exception to the procedure but sanctioned additional expenditure only 
after the Government admitted its error and to avoid punishing a public servant 
who had rendered distinguished service to the State. 

- Charles Dickens’s speech on Administrative Reform delivered at Drury 
Lane Theatre on 27th June 1855. 
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mittec of the House of Cominons. This Committee, which dates 
back to 1861 when Gladstone was Chancellor of the Exchequer, 
is formed annually in January or February at the beginning of 
the Parliamentary session, and is assisted by the Comptroller 
and Auditor-General and one official of the Treasury in the 
auditing of the accounts of the year and in drawing up the report 
to Parliament. To this we shall again refer, but it may be said, 
generally speaking, that Great Britain, possessing as it does the 
oldest system of accounts and the oldest system of Exchequer 
procedure, improved its system, but only after the time for change 
had long been passed. After the Great War this improvement 
was carried out especially in regard to the effective carrying out 
of the Budget. 

The United States, by an Act of Congress passed in 1921,^ 
created a General Accounting Office '' which shall be independent 
of the Executive departments and under the control and direction 
of the Comptroller-General of the United States This took 
the place of tlie Offices of the Controller of the Treasury and 
Assistant Controller of the Treasury. It was also provided that 
there shall be in the General Accountmg Office a Comptroller- 
General of the United States, who shall be appointed by the 
President with the advice and consent of the Senate This 
Act clearly shows the importance of this branch of the administra- 
tion, as it lays down the scope of the Comptroller- General’s work 
thus : (a) The Comptroller-General shall investigate, at the 

seat of Government or elsewhere, all matters relating to the 
receipt, disbursement, and application of public funds, and shall 
make to the President when requested by him, and to Congress 
at the beginning of each regular session, a report in writing of 
the work of the General Accounting Office, containing recom- 
mendations concerning the legislation he may deem necessary 
to facilitate the prompt and accurate rendition and settlement 
of accounts, and concerning such other matters relating to the 
receipt, disbursement, and application of public funds as he may 
think advisable. In such regular report, or in special reports at 
any time when Congress is in session, he shall make recommenda- 
tions, looking to greater economy or efficiency in public expendi- 

^ Budget and Accountmg Act, 1921 ; Barnes U.S. Statutes Cumulative 
Supplement, 1923, p. 18, 

2 Act 10th June 1921, C. 18, §§ 301 and 302, 42 Stat. 20. 
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tures- ’’ ^ It is also provided that all departments and establish- 
ments shaU furnisb to the Comptroller-General such information 
regarding the powers, duties, activities, organisation, financial 
transactions, and methods of business of their respective offices 
as he may from time to time require of them ; and the Comp- 
troller-General, or any of his assistants or employees, when 
duly authorised by him, shall, for the purpose of securing such 
information, have access to and the right to examine any books, 
documents, papers, or records of any such department or estab- 
ishment 

The General Accounting Office, therefore, can demand 
information from any office ; it can demand on the spot any 
document and ledger ; and on the request of the Government 
departments or the Paymasters it can interpret the law concern- 
ing the Budget and decide whether a certain credit may be 
employed for a certain purpose or not. Congress alone can 
change its rulings. Congress and their Committees, as well as 
the Bureau of the Budget, frequently require the Office to 
investigate questions and to report. The functions of the Comp- 
troller-General in the United States may be compared with those 
of the Comptroller and Auditor- General in Great Britain. Since 
1921 the efficiency of control and audit has been greatly increased 
and uniformity in accounting has been introduced with advantage. 

Most other governments have taken steps to emphasise the 
importance of control and audit. In Germany, for example, 
there is the autonomous Rechnungshof which is charged with 
the proper execution of the Budget. This autonomous body 
sees that the law in regard to the Budget and to financial pro- 
cedure has been kept and whether any excess or unnecessary 
expenditures have been incurred. In France there is no 
authority comparable to the office of Comptroller and Auditor- 
General in Great Britain to prevent even the Minister of Finance 
from violating the wishes of Parliament. There are, however, 
Controleurs of expenditures and accountants who are under the 
Minister of Finance. The Minister of Finance has supervision 
over the accounts of all the ministries and examines the statement 
of the accounts before they are forwarded to the Cour des 

^ United States Budget and Accounting Act (L. 20, 42 Stat.), 10th June 
1921, C. 18, § 312, 42 Stat. 20. 

2 Ibid., 10th June 1921, C. 18, § 313, 42 Stat. 20. 
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Comptes for final verification. Unfortunately these accounts are 
forwarded to the Coiir des Comptes after a delay of several years. 
The verification, therefore, is ineffective since auditing should be 
prompt, i.e. it must take place quickly after the expenditure has 
taken place. 

The Collection of Eevenue 

2. In the early days of society the collection of dues was not 
a complicated matter. As centralised Governments developed, 
the revenue was farmed and apportioned. This gave rise even in 
the Eoman Empire to grave abuse, as it does in China to-day. 
The Zemindars in the permanently settled tracts of Bengal to-day 
are the descendants of the rent-farmers of the Moghul and early 
British period, when rent collection was entrusted to the highest 
bidder. Even to-day complaints are heard of exactions in the 
collection of the land revenue by the employees of landlords. 
The loss to the Treasury and the frequent hardship to the tax- 
payer are the main abuses of this system wherever it obtains. 
In a well-known passage in Sully’s Memoires on the collection 
of revenue it is stated of his time in France that in these 
times of confusion the royal funds were the prey of the one 
who grabbed them first. The revenues of the King were not 
sufficient for the avidity of the financiers, which ordinarily grew 
through public suffering. I had great troubles in unravelling the 
mysteries of the people of this profession. I discovered all the 
secret sources of the collectors. There were a large number ; 
forgeries of pretended uncollectable debts, expenses for carriages, 
spices etc. ; all these were so many resources used for the profit of 
the clerks who absorbed a portion of the revenue. . . . The con- 
tractors [fermiers] and the Treasurers of France realised almost 
twice as much as the sum for which the contract was given to 
them.” ^ In the French Revolution the end of tax-farmers was a 
speedy one. A tribunah for example, declared them individually 
and collectively guilty of malpractices and embezzlement, and, 
in Stourm’s words, '' as soon as the sentence of death was passed 
upon them they mounted the scaffold, twenty-eight of them, on 
the same day at five o'clock in the afternoon [8th May 1794]. 
Their stewardships were thus audited.” 

1 Cf. Stourm’s The Budget, Plazinski’s translation, p.538. 

^ 6‘p. cit. p. 540 
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In England in early times the revenue was levied and collected 
principally by the sheriff of each county, who was an officer of 
great authority and power, as in Scandinavian countries. Up to 
the twelfth century he was practically a provincial viceroy not 
only in charge of finance but also of justice, pohce, and military 
matters. He was the vicecomes just as the earl was the comes 
of the county {coynitatus). This title, a Continental one from 
Norman days, must not be taken as if it derived power from the 
earl or in any way represented the earl. He has been from first 
to last a distinctively royal official, a representative of kingly 
power, which the Norman Conquest greatly increased. The 
kings maintained their hold over the sheriffs in treating them as 
their officers and representatives who held their offices at the 
King’s will. It will be remembered that in 1170, for example, 
Henry II. dismissed all the sheriffs of England and put others 
in their places. The ancient method of collection of revenue was 
the Summonce of the Exchequer ” which was issued twice a 
year in all the counties of England. At the Easter and Michael- 
mas terms the sheriffs and other accountants came to the Ex- 
chequer to render their accounts and pay their revenue dues. 
The King’s itinerant judges, Justices of Assize, Justices of the 
Peace, and Lord-Lieutenants took over his duties, and not with- 
out reason since by the fourteenth century the sheriff' was well 
hated, as he oppressed his county in order to make the most 
out of it. A series of statutes extending from 1354 to 1444 
shows how Parliament attempted time and again to obtain 
annual sheriffs, a point which was gained in the fifteenth century. 
From this date onwards imtil the seventeenth century the office 
fell lower and lower and in later periods it was difficult to get 
sheriffs at aU. Mdien the sheriffs’ powers as tax-collectors 
declined, or were curtailed, other provision was made for the 
collection of revenue. In addition to the sheriffs there were 
escheatours, foresters, the payers of customs, formers, rent- 
collectors, and in later times collectors of tallages, dismes, and 
quinzemes. The money was paid at the Exchequer and deposited 
in one of the four large iron chests each of which was in the 
office of one of the four Tellers. These chests were secured by 
three large locks, the key of one lock being entrusted to the 
Teller, the second to the Auditor, and the third to the Clerk of 
the Pells. If the revenue was not paid in specie it was paid by 



CH. XL 


THE EXECUTION OF THE BUDGET 


1025 


warrant of discount according to the usages of the time. No 
mistake or fraud in the Exchequer could remain long undetected 
owing to the fact that the officers were a mutual check upon 
each other and the money was in the same building. At the 
close of every day, every week, and every quarter or half-year 
the accounts in the Court of Eeceipt or Lower Exchequer were 
carefully cheeked and the totals compared to prevent errors. 
This system of paying into the Exchequer continued up to 1834. 
Sometimes the King’s money was paid to him in his palace in 
camera regis or to his officers. But this was exceptional. The 
main principle was the regularity with Avhich the revenue was 
accounted for at the Exchequer, and this system, centuries old, 
prevented mistakes or frauds. Other countries have their own 
system but the English system, extending over centuries, cannot 
be understood without a reference to its history. 

From nth October 1834 the revenue was paid into the Bank 
of England or the Bank of Ireland in accordance with sections 
10 and 11 of the Exchequer and Audit Act of 1866, under which 
the different accounts were combined into wliat is known as the 
“ Exchequer Account ” ^ at the Bank of England. The great 
revenue departments such as Customs and Excise and Inland 
Eevenue have, it must be remembered, their own accounts at the 
Bank of England, which arc necessary before they can pay into the 
Exchequer account their net revenue, since immediately moneys 
are paid into the Exchequer account or Consolidated Fund they 

1 The C/oraiuisHiouers of Customs, the Commissioners of Inland Revenue, 
and the Postmastcr-Gcncral shall, after deduction of the payments for draw- 
backs, bounties of the nature of drawbacks, repayments, and discounts, cause 
the gross rovciiuo of their respective departments to be paid, at such times and 
under such regulations as the Treasury may from time to time prescribe, to 
accounts to be entitled The Account of His Majesty’s Exchequer”, at the 
Rank of England and at the Bank of Ireland respectively, and all other public 
moneys payable to the Exchequer shall be paid to the same accounts, and 
accounts of all sucli payments shall bo rendered to the Comptroller and Auditor- 
General daily, in such form as the Treasury may prescribe : provided always, 
that this cnact-mont shall not be construed to prevent the collectors and receivers 
of the said gross revenues and moneys from cashing, as heretofore, under the 
authority of any act or regulation, orders issued for naval, military, revenue, 
civil, or other services, repayable to the revenue departments out of the Con- 
solidated Eund or out of moneys provided by Parliament ” (section 10). “ All 

moneys paid into the Bank of England and the Bank of Ireland on account of 
the Exchequer shall bo considered by the Governor and Company of the said 
banka respectively as forming one general fund in their books ; and aU orders 
directed by the Treasury to the said banks for issues out of credits to be granted 
by the Comptroller and Auditor-General as hereinafter provided, for the public 
service, shall be satisfied out of such general Eund ” (section 11). 
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pass out of the control of the revenue departments. The system 
of collecting indirect taxation, such as customs and excise, is 
based on the principle that the ofidcer who does the actual 
collection of the tax has a check brought to bear on him by 
another officer. In excise collections the officer reports the 
amount of the production, say in a distillery, to the surveyor of 
taxes, who assesses the taxpayer and raises a charge against the 
collector of the district who collects the assessment, an assess- 
ment which is communicated to the surveyor as^well as to^ the 
central office in London. The taxpayer usually pays by a cheque 
drawn by the payer’s bank or a cheque guaranteed by the bank. 
These amounts are paid into the account. The local collectors 
forward daily to the Banlv of England to the account of the 
Commissioners of Customs and Excise sums not required by 
them locally for refunds and office expenses or similar purposes. 
The Commissioners in turn make over to the Exchequer account 
from their account the credits received from the board’s collectors. 
The Commissioners also transfer to the account of the i^ccountant 
and Comptroller- General of Customs and Excise at the Banli of 
England sufficient amount on which the Accountant and Comp- 
troller-General can draw to meet current expenses of the office 
and other expenses such as drawbacks of the department. Inland 
revenue is collected on similar lines. The Inspector of Taxes 
raises a charge against the collector and the collector collects the 
taxes and remits the surplus to the account of the Commissioners 
of Inland Revenue at the Bank of England. The Commissioners 
in turn transfer from their accounts periodically the proceeds of 
then collections to the Exchequer account. Income tax is 
collected on a slightly different system owing to the fact that the 
taxpayer is protected from official inquisition as the tax is con- 
trolled by private persons namely the District Commissioners of 
Inland Revenue. If, however, the taxpayer prefers to deal with 
civil servants, namely the Special Commissioners in London, in 
order that his affairs should not be known locally, he may do so. 
The assessment is done by assessors appointed by the District 
Commissioners and they are paid small fees. They are not 
Government servants. They communicate the assessment to 
the Inspector of Taxes for the district, but this as a rule means 
the inspector makes the assessment on returns of income made 
by the taxpayer and submitted through the District Com- 
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missioners. The Inspector of Taxes is a civil servant and is the 
backbone of the system. The Board of Inland Eevenue appoints 
collectors in each parish or district to collect the taxes. The 
collector remits the amount to the account of the Commissioners 
of Inland Eevenue at the Bank of England. The collectors in 
practice, although not in theory, are under the Inspector of Taxes. 
Theoretically they are under the District Commissioners. The 
Inspectors of Taxes, however, check these collections and prevent 
arrears. Post Office revenues, rents of Crown lands, and other 
sources of revenue are all paid into the Exchequer account, 
including the profits of the Mint. 

We see, then, that the exceptions to the statutory rule that 
there must be only one central account to which all revenue is 
paid aj'e the case of Customs and Excise, where cbawbacks and 
rebates are necessary, and the case of Inland Eevenue where 
deductions are permitted to meet expenses of collection as pro- 
vided in section 10 of the Act referred to above. Once in a 
montli a claim is made upon the Treasury for credit in respect of 
these expenses as grants have been already voted in the Budget 
for til esc ])iirposes. The Treasury makes certain that the claims 
for credit from the Board do not exceed the grants by Parliament, 
and it makes formal issues to the account of the Board from the 
Exchequer account. At the same time the Treasury deducts the 
amount so issued from the credit voted by Parliament and debits 
these to the account of the Board kept at the Treasury, and the 
Board subsequently pays it back to the Exchequer account. 
Collectors in out-of-the-way districts are permitted to make use 
witliin tlieir districts of local balances for such payments on 
behalf of other depa rtments in the form of pensions, for example, 
for tlic ys^iiv Office and Admiralty. A claim is made by the Board 
of Customs and Excise through their head office in London to the 
debtor department, and that department notifies the Treasury 
and the Treasury in turn writes the claim ofi the votes of the 
debtor department. The drawback of this system is obvious. 
It means large cash balances in the hands of collectors, with the 
result that a constant checking is essential by inspectors under 
the control of the Accountant and Comptroller-General of 
Customs and Excise. The British system of collecting revenue 
is far from being unique. Its characteristic is the check which 
obtains at various stages and the consequent difficulty in perpe- 
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trating frauds. The assessing officer does not collect the taxes 
and one officer is a check on another. The collection of revenue 
demands care and constant checking if the revenue is to be 
collected with efficiency and with safety. 

In France there are the controllers, two or three per district, 
who go out for at least nine months in each year touring through 
the parishes which comprise the district. As one writer has 
said, these collectors, by their uniforms, by their associations, 
by the examination and diplomas required for their appoint- 
ment, constitute a big body of officials. Similarly in India 
there are the collectors, the executive heads of districts whose 
function is to supervise the collection of Land Eevenue in addi- 
tion to their work as District Magistrates. All these officers 
have to be paid adequate salaries in order to enable them to be 
efficient and free from all temptation. In the case of indirect 
taxes the administration has to deal with a smaller number of 
persons, and the work is comparatively easy. A large stah, 
however, is required for preventing traffic by smuggling or illicit 
distillation, and it is false economy to cut down the excise pre- 
ventive staff when it interferes with their efficiency. It means a 
loss of revenue to the State. 

Custody of Public Moneys 

3. When the taxes are collected how should they be paid to the 
State ? The older practice was for the funds to be transferred in 
cash to certain offices or Treasuries up and down the countryside. 
In some countries, as in India to-day, this practice still obtains. 
India has 300 district Treasuries and 1200 sub-Treasuries, but the 
Reserve Bank, and where the Reserve Bank has no agencies, the 
Imperial Bank of India conducts the Treasury business wherever 
the latter has a local head office or branch office. When a pay- 
ment has to be made to Government the payer pays in the money 
with a challan (which is usually bi-lingual and in duplicate, one 
part serving as a receipt for the amount and the other for record). 
"When anyone has to receive a payment from Government he 
presents a receipted bill or cheque issued in his favour by a com- 
petent officer at a Government Treasury and obtains payment. 
This decentralisation of Treasuries is a feature of the Indian 
financial system and is in contrast with the centraKsed system 



CH. XL 


THE EXECUTION OP THE BUDGET 


1029 


that obtains in most countries such as Great Britain. Because 
of the size of India, which is the size of Europe without Bussia, 
and because of tlie scarcity of banks and the branches of banks 
throughout India, the system is essential. In Great Britain the 
public receipts and payments are centralised in the Bank of 
England in London,^ and there are no outlying State Treasuries. 
Previous to October 1834 the State Treasury was the Exchequer 
within the precincts of the palace of Westminster and the Bank of 
England took over the Exchequer duties in this respect only, as we 
have seen, on the i 1 th October of that year.^ The Exchequer was 
relieved from the charge and responsibility of the custody of public 
moneys. The Bank of France conducts a considerable amount of 
work on behalf of Government, although, it will be remembered, in 
1800 Na])oleon refused to entrust to the Bank of France the func- 
tions of cashier of the State. “ I want the State to be able to shift 
the Army without the Bank’s knowing, and the Bank would know 
if it were familiar with my needs for money.” The United States, 
like India, owing to the large extent of territory, has, in a modified 
way, tlie Treasury system, but now depends mainly on the 
country’s banking system. The Federal Eeserve system has 
done mucli in regard to the management of public funds by 
developing bardving on systematic lines. The independent 
Treasury system in the United States has given place to the 
Federal Reserve banks, where, for example, the gold which 
secures gold certificates is held in place of sub -treasuries. The 
Treasury vaults in Washington are still used for the storage of 
coin, bullion both gold and silver, and other public property. As 
in the case of the British Treasury, the Federal Treasury controls 
and sujxu'vises the collection of the revenue. In Great Britain, 
however, this is done through the departments which are sub- 
ordinate to the Treasury, viz. the Boards of Inland Revenue and 
of Customs and Excise. Resource operations or distributing the 
cash balances of a country between the various centres so that 
each shall at all times have sufficient funds to meet its fluctuating 
'requirements constitute a difficult problem. To move funds 

^ Moiuiys on Kxc-hequor Account are paid into the Bank of England and in 
Bolfawt into the Bank of Ireland. 

- In tlio Public Record Office at the end of the book of Receipt or Introitus 
of the Clerk of the Pellw there ia a note in pencil by a clerk after a summary in 
Latin of the rciceipts for the quarter : “ a 5 die tliiiii ad 10 diem Octobris 1834 ” 
— “ Diem mortis Scaccarii ’C 
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from one place to another is a costly matter. In India a Paper- 
Currency Eeserve is distributed through the coimtry in the 
various Treasuries by means of currency chests, and these serve 
as a useful means for transferring funds. The deposit of notes in 
a currency chest decreases the amount of notes in circulation, and 
the deposit of rupees in a currency chest increases the amount of 
coin in the Paper Currency Eeserve. A deposit of coin or notes 
in a currency chest thus enables the issue of notes else- 
where up to the amoimt of the deposit. If a transfer of funds is 
necessary from Treasury X to Treasury Y, this can therefore be 
effected without actually remitting coin or notes by transferring 
money from the Treasury balance to the currency chest at X and 
transferring the same amount from the currency chest to the 
Treasury balance at Y. Bills and telegraphic transfers are also 
utilised for the transfer of funds by private individuals. The 
number of Treasuries thus necessitates in India a resource ” 
problem which means the constant task of distributing a cash 
balance varying by millions of rupees at different times of the 
year over three hundred main centres in India, and between 
India and the London Branch of the Eeserve Bank according 
to fluctuating requirements. The large area and the large 
population necessitate or require a large delegation of executive 
authority which conditions these financial arrangements. The 
Eeserve Bank and the Treasuries pay out moneys which are not 
State revenue or expenditure proper, especially in connection with 
the payments for crops. The Treasury Officer and the Treasurer 
open the strong-room of the Treasury daily when it is made over 
intact by the guard. Each officer has his own key and sufficient 
cash and currency notes (Eeserve Bank notes) Are withdrawn to 
meet the probable demands of the day. They are made over to 
the Treasurer and entered in his accounts. The strong-room is 
then again double-locked. As a general rule the various forms 
of currency — cash, notes, and stamps — in the hands of the 
Treasurer do not exceed at one time his security. 

The Method op Spending 

4. After the Budget has been passed by the legislature it is 
necessary, before the expenditure is incurred, to receive the 
necessary authorisation for that expenditure. This is the first 
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principle in the execution of the Budget, and the method of 
authorisation varies from country to country according to law 
and custom. In Great Britain, for instance, the procedure 
followed at the present time dates back very many centuries, 
indeed to Norman times. Before an issue out of the Exchequer 
for supply services can take place, a Royal Order is necessary. 
This is followed by a requisition from the Treasury to the Comp- 
troller and Auditor-General, and this in turn by a grant of credit 
by the Comptroller and Auditor- General addressed to the Bank of 
England. This procedure is completed by a Treasury order to 
the Bank of England, an order which releases the credit. In 
regard to this procedure the Treasury is the chief authority, its 
procedure being regulated by the Exchequer and Audit Depart- 
ments Act of 1866. The exact financial position is detailed in 
section 15 of the Exchequer and Audit Departments Act.^ In 
the requisition for credit to the Comptroller and Auditor-General 
the Treasury uses the expression we authorise and require you 
to grant to the Lords Commissioners of His Majesty’s Treasury 
. . . credits The Royal Order, which is signed by the King 
and countersigned by two Lords of the Treasury, authorises a 
grant to the Treasury for supply services from His Majesty’s 
Exchequer at the Bank of England or the Belfast branch of the 
Bank of Ireland. For Consolidated Fund services a Royal Order 
is not required because money for these services is not granted 
expressly to the Crown, and the Consolidated Fund charges are 
imposed permanently by statute. Except for the Royal Order 
the procedure is mainly the same as in the case of supply services. 
At the end of every quarter the Treasury makes out a schedule 
of the amount required for these Consolidated Fund services. 
The requisitions for credit for the supply services are for lump 
sums, whereas requisitions for credit for the Consolidated Fund 
services are in detail. This Royal Order can be traced back to 
the time when the Exchequer was in Westminster and when the 
King, under the Great Seal or the Privy Seal, directed the chief 
Justiciar and Barons of the Exchequer, or usually the Treasurer 
and Chamberlain of the Exchequer, to make issues of money from 
the Exchequer. The writ began with the word liberate ”, 
deliver ye, and from this the writ was called the “ liberate 
No document in those days was regarded as an authentic expres- 
^ 29 and 30 Viet. c. 39 s. 15. 
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sion of the King’s command without the King’s seal, which after 
the abolition of the chief Justiciarship in the middle of the 
thirteenth century was entrusted to the Chancellor, who was the 
chief secretary of all departments, and in Tudor times he was the 
equivalent of a Prime Minister. For matters dKectly affecting 
the King a Privy Seal was in use, and under this seal directions 
were given to the Chancellor as to the use of the Great Seal. In 
Tudor times the Eoyal Sign-manual was countersigned by the 
Secretary. In later times it was issued under the authority of 
the sovereign expressed by a Royal Sign-manual warrant or by 
letters patent or under the authority of the Privy Seal. The 
royal authority was issued through the Treasury, and in the 
Exchequer was recorded in the books of the Auditor and a second 
time in the books of the Clerk of the Pells. The Treasury v^arrant 
and Exchequer order were returned to the Treasury for signature, 
after which they were sent again to the Exchequer with a Trea- 
sury-issuing letter specifying the date of the issue and the funds 
out of which the order was to be paid. The necessary direction 
was written by the Auditor’s Chief Clerk upon the Exchequer 
order and addressed to the Teller, by wRom it was to be paid. 
This order was also entered in the Auditor’s Issue Book by the 
Clerk of the Issues, The order was sent to the Clerk of the Pells 
to be recorded in his entries of issues, and finally to the Teller for 
payment. All moneys were paid at the Exchequer, including 
salaries and pensions, issues to the services, etc. The Exchequer 
books of record both of the Auditor and the Clerk of the Pells 
exist from the reign of Elizabeth down to 1834 in an unbroken 
series with many entries of earlier dates. The earliest entries 
were made upon skins of vellum made up in rolls. It is not 
realised how many documents the King has to sign, and how, 
were he to lose the use of his hand, a great deal of public business 
especially connected with the Budget would soon be in confusion. 
In 1811, for example, when George III. had a mental breakdown, 
no money could be got out of the Exchequer because the King 
could not sign the necessary warrant, and Parliament had to 
pass a resolution authorising and commanding the issue of 
money. In some quarters this resolution has been con- 
sidered to be of doubtful legality. In 1830, when George IV. 
found it difficult to write, an Act of Parliament had to be at 
once passed authorising the use of a stamp to be affixed in 
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his presence to documents which require the use of the Eoyal 
Sign-manual. 

In the Treasury order to the Bank, the Bank is requested to 
transfer to the Paymaster- General a certain sum from the Ex- 
chequer account. The office of the Paymaster-General is now 
but a shadow of what it once was. It is an unpaid political 
appointment and the work is done by a civil servant called the 
Assistant Paymaster- General assisted by principal clerks, nine 
heads of divisions, and other clerks. The Paymaster of the 
Forces, the Treasurer of the Navy, and the Treasurer of the 
Ordnance were combined in one Paymaster-General in 1836. 
Some of these ofiices dated back at least to the Restoration of 
1660. A separate Paymaster of Civil Services took over the 
duties previously discharged at the Exchequer, but he in turn 
was merged in the Paymaster- General in 1848. The Paymaster- 
General is the paying agent for the different Government depart- 
ments other than the revenue departments, and the Bank of 
England, under instructions from the Treasury, transfers a certain 
sum from the Exchequer account to the Paymaster-General’s 
account and not to the account of a particular department. This 
avoids a number of separate drawing accounts for different 
departments at the Banl^, and it keeps cash balances as low as 
possible and is necessary for the daily requirements of the public 
service. The concentration of balances is desirable because it is 
when balances are scattered and lying idle that defalcations 
usually take place. The depaidments draw issue orders on the 
Paymaster- General and they transmit to him daily the list of 
drafts, which he cashes through his central account when they 
are presented by the payees. A greater part of the payments 
made by him are made through banks to whose accounts the 
necessary transfers are made at the Bank of England. Cash pay- 
ments, however, are also made up to £100 and the payments of 
pensions form an important part of the work of this office. It is 
perhaps unnecessary to go into detail regarding the several 
accounts which the Paymaster-General keeps at the Bank of 
England. His supply account or Exchequer credit account 
receives all receipts paid from the Exchequer and he meets his 
daily expenses from the drawing and bill accounts. Prom his 
drawing account cash payments and payments by cheque, by 
“ writes off ”, and by sight drafts on himself are made, while out 
VOL. II 2 L 
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of the bill account are met bills of excbange which he has accepted. 
From the supply account no more than is sufficient for daily needs 
is transferred to the drawing and bill accounts. In the case of 
revenue departments wbicb have their separate accounts at the 
Banlc of England, the Paymaster- General does not pay their 
salaries and expenses, as they do it themselves, as we have seen, 
from their own accounts at the Bank of England, but periodically 
the revenue departments have to adjust matters with the Ex- 
chequer by drawing from the Exchequer account at the Bank of 
England the amount of revenue used for expenses and they 
transfer the equivalent of gross revenue from their account at the 
Bank of England to the Exchequer account. It should be noted 
that the system by which the revenue departments keep back 
sums necessary for their expenses out of revenue and do not pay 
the total receipts immediately into the Consolidated Fund does 
not interfere vdth the control of the issues by the Treasury or by 
the Comptroller and Auditor-General. Parliament, in granting 
in the Budget sums for the payment of revenue collectors from 
the Consolidated Fund, controls these departments because they 
have to make monthly a claim on the Treasury for credit in 
respect of the amounts retained. If the Treasury refused to 
grant the credit to the revenue departments they would be 
obliged to make good the amount out of their own pockets, in 
other words without the authority of Parliament. The Board in 
other words would have to make good monthly what it has 
deducted for expenses. Payments for Consolidated Fund ser- 
vices, except those for the service of the National Debt (which 
is done by the Bank of England and the National Debt Com- 
missioners), are made by the Paymaster-General. Imprests or 
advances for the King’s Civil List are made to the Paymaster of 
the Royal Household and to the Keeper of the Privy Purse. All 
departments pay over to the Paymaster- General receipts from 
stores or any other moneys which they receive, and these are 
credited to the cash account of the Paymaster-General at the 
Bank of England. No payments are made out of this cash 
account. It augments the drawing and bill accounts when 
required. Deposits received by Government departments are 
credited to this cash account. The Paymaster- General makes, in 
short, disbursements on behalf of the various departments of the 
Government, and at the end of every month, more fully at the 
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end of every quarter, and still more fully at the end of every year 
these payments are reviewed by the Treasury and checked the 
Comptroller and Auditor- General in order that they may agree 
with the votes of Parliament. It will, therefore, be clear that 
the Paymaster keeps a vigilant eye on the spending of various 
grants according to the votes of Parliament. He has to make a 
check to see that the wishes of Parliament are complied with. In 
addition to this check on spending there are the Treasury and the 
Comptroller and Auditor-General. The Paymaster-General makes 
no payments for any service until he has been notified by the 
Treasury that the money is available and a Eoyal Order has 
placed funds at the disposal of the Treasury. This order can 
be issued as soon as a vote has been passed in Committee of 
Supply and reported, even without the resolution in Committee of 
Ways and Means or the final statute. 

The procedure in other countries is as a rule less compli- 
cated but in every well-financed administration the principles of 
authorisation and check are carefully maintained. The examples 
of France, Germany, and the United States have already been 
referred to. 

In India the procedure is similar. The work of communicating 
grants to the disbursing and controlling officers is taken up 
immediately after the passing of the Budget by the legislature. 
Expenditure against appropriations is watched by dividing 
grants into primary units of appropriations, e.g. the pay of 
officers, establishment, contingencies, allowances and honoraria, 
supplies and services, grants-in-aid, contributions and donations, 
works, assignments, and compensations, establishment charges 
payable to other Government departments, refunds, reserve, 
suspense and expenditure in England. These appropriations 
are sometimes further subdivided for purposes of financial 
control. Appropriation is in force only until the close of the 
financial year, and this requhes considerable control to avoid 
extravagance and a rush of expenditure in March. Before any 
expenditure can be incurred both administrative sanction and 
Budget provision are required. Neither the one nor the other 
is by itself sufficient. Engineering works require in addition to 
administrative sanction and Budget provision what is known 
as technical sanction or the approval of plans and estimates. 
The watching of the actual expenditure rests with the head of 
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the department. The Accountant-General in each province 
communicates with the Finance Department if the rate of 
expenditure proceeds at a rate which is likely to exceed the 
Budget amount. A review of the estimates for the current 
year takes place four times annually, once after three months, 
the second after six months, the third and fourth being the 
Budget forecasts mentioned in a previous chapter. Before pay- 
ment is made of Government moneys the same vigilance has 
to be exercised by an officer as he would do in respect of 
expenditure of his own private money. The paying agent has to 
see that the authorised amounts have not been exceeded, that 
the documents for each claim are genuine, and that a receipt in 
due form is given. 

Accounts 

5. Here again a country’s accounts depend on history, and the 
excellence of the English accounts is perhaps due to the fact that 
even in Norman times great care was taken with their compilation. 
The Great Roll of the Pipe or Rotulus Annalis which gives the 
accounts as far back as 1132, is a stately record of Government 
accounts giving the details of the revenues and debts due to the 
Crown. In addition to this are Memoranda, Plea Rolls, and the 
Rotulus Cancellarii, the counter-roll of the Great Roll which in 
the fourth year of Edward I. was known as the Primus Rotulus 
Scaccarii. A complete record of receipts and issues, knovm as 
the Exchequer Books of Record, from the reign of Elizabeth down 
to 1834, now in the Record Office, is a mine of information to 
students interested in the history of public finance. The Treasury 
Minutes from the Restoration are of special interest.^ In the 
nineteenth century, especially from 1866, a system of accounts 
has been evolved which, in spite of unnecessary and out-of-date 
procedure connected with them, has won the admiration of most 
countries in the world. 

In recent years States have given considerable attention to 
the science of accountancy. Double-entry book-keeping and 
costing are two examples of what should be followed where 
possible. The advantage of double entry is that each entry 
is controlled by a similar entry elsewhere, and it will be necessary 

1 Vide 1th JRe-port on Public Records^ 1846, containing the report upon 
Treasury Records, 
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to commit two errors of the same magnitude in order to avoid 
shoving the error in the accounts. Costing applies particularly 
to the Public Works Department — a department which has in 
most countries a reputation for extravagance. It is also essential 
to see that revenue and capital accounts are kept separate, in 
order that the two do not overlap. The accounts should be 
classified in such detail as to secure uniformity of accounting, 
to render possible a comparison between figures for difierent 
periods and localities, to facihtate the preparation of Budget 
estimates, and above all to ensure effective financial control, 
combined with economy, by means of a periodical review of 
receipts and expenditure entrusted to disbursing officers. It is 
usual in most countries of importance to compile the accounts 
by stages. 

In India, for example, the method of classification and com- 
pilation of public accounts consists of four stages : (1) the monthly 
compilation by the district treasuries and certain departmental 
ofl&cers, (2) the monthly compilation by the Accountants-General, 
(3) the monthly compilation for the whole of India by the Controller 
of the Currency for certain heads of account, and (4) the annual 
compilation of a consolidated account by the Auditor- General 
for the whole of India. The accounts are also in considerable 
detail in order to show the principles enunciated above. Thus 
there are 13 groups under revenue, 17 under expenditure, and 
10 on each side under different heads. The groups include 
(a) principal heads of revenue, (6) railways, (c) irrigation, etc. 
These groups are subdivided into major heads, of which there are 
about 42 under revenue, 59 under expenditure, and 60 on each 
side under debt and remittance. Major heads are subdivided 
further into minor heads, of which there are 400 in regard 
to revenue, nearly 500 in regard to expenditure, and several 
hundreds under debt and remittance. These are subdivided 
into detailed heads which run into thousands. Under the Con- 
stitution revenue and expenditure are classified into central and 
provincial and non-votable and votable expenditure. 

The main objects of public accounts are the affording of 
security against the negligence of accountants and the means of 
giving promptly and without difficulty information upon the 
several parts of receipts and expenditures of public moneys. It 
is, therefore, necessary to avoid confusion and for this purpose 
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the accounts should be cash accounts. The Budget of one year 
follows another in continuous succession and there is no value to 
be obtained from these laborious and fine adjustments. Cash 
accounts are simple and it is for this reason that most countries 
adopt this system. Another principle is that when Government 
must keep trading accounts they should be kept as prescribed in 
the British Exchequer and Audit Departments Act of 1921, which 
enacts that “ there shall be prepared in each financial year in such 
form and by such Government departments as the Treasury may 
from time to time direct or approve, statements of account show- 
ing the income and expenditure of any ship-building, manu- 
facturing, trading, or commercial services conducted by the 
department, together with such balance-sheets and statements of 
profit and loss and particulars of costs as the Treasury may 
require It is also prescribed by this Act that the Comptroller 
and Auditor- General must examine all such accounts in order to 
see that the programmes of expenditures have been laid before 
Parliament. The question of cost accounts has been referred to 
in Chapter XXXVIII. , and as there stated should be confined only 
to those Government accounts where commercial concerns of a 
public utility nature are undertaken by Government. Appro- 
priation accounts are useful as showing whether the money 
granted by Parliament has been spent as Parliament directed. 
Every spending department in Great Britain renders an appro- 
priation account. Section twenty-two of the Exchequer and 
Audit Departments Act of 1866 provides that the department 
charged with the expenditure shall prepare the appropriation 
account, but by department ” is meant any public officer to 
whom the duty may be assigned by the Treasury. The Treasury 
has entrusted this work to a special officer and the Public Accounts 
Committee, and Parliament also has enforced this arrangement. 

Control over Issue 

6. A reference has been made above to control, which was 
divided into administrative, judicial, and legislative. 

Ad m inistrative control is exercised not merely by heads or 
subordinate officers but by the department of the Government 
controUing these officers. The Treasury or the Finance Depart- 
ment also controls and raises objections to proposed expenditure, 
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and draws attention to facts and considerations to which 
sufficient weight has not been attached. Its consent should be 
obtained before any expenditure involving any new principle 
is sanctioned. No expenditure in excess of the estimates should 
be incurred without previous consultation with the Finance 
Department. Any proposal involving an abandonment of 
revenue of which credit has been taken in the Budget, or 
involving expenditure for which no provision has been made 
in the Budget, should be submitted for the consideration of 
Government or the legislature without the previous reference 
to the Treasury or the Finance Department. The watchdog of 
finance must be regarded with awe by the other departments 
of the administration. The most effective control, however, is 
always within the department itself, as it is more intimately 
connected with the details of essential and non-essential ex- 
penditures, especially during a period of depression and of severe 
economy, than the Treasury or Finance Ministry. The Account- 
ing Officer within the department is also able to exert considerable 
influence on the control of expenditure. The Accounting Officer 
for each department is selected by the Treasury, and every pay- 
ment from the vote is made on his responsibility. He has to see 
that each payment has the authority firstly of his own depart- 
ment, secondly of the Treasury, and thirdly of Parliament. He 
is bound, as everyone else in the department is, to act on instruc- 
tions from the head of the department, but he can in certain cases 
protest against the order, which he nevertheless must obey. If 
he is instructed to make a payment which he believes to be 
irregular it is his duty to call attention to the fact, amd, if over- 
ruled by the head of the department, he must insist on having 
written instructions and must record his opinion in writing. If 
he did not do this he would be considered as responsible for the 
improper payment. In many cases the Accounting Officer is the 
permanent head of the department who can be overruled by no 
one except the Minister himself. In the largest departments the 
chief financial officer is inferior to the permanent head, but has the 
advantage of knowing the financial organisation of the depart- 
ment, and the permanent head would not in such cases overrule 
the Accounting Officer without referring the matter to the 
Minister. In one or two cases the Treasury has placed an 
officer in a large spending department with certain delegated 
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poAvers from the Treasury. Sometimes an officer of the Treasury 
is attached to another ministry but is responsible to the Treasury 
alone. An instance of this sort is the case of an officer of the 
Treasury attached to the Ministry of Transport. The Comp- 
troller and Accountant-General of the Post Office is an officer of 
the Post Office and not of the Treasury. But the concurrence 
of the Treasury is usually taken before an appointment is made 
and the Treasmy can rely on the co-operation of this officer. 
BeloAA^ the Accounting Officers there are sub-accountants who 
receive advances of money or imprest from the vote in order that 
they may meet disbursements chargeable to the vote, as in the 
Navy where the officers have to meet payments. The sub- 
accountant sends in an account monthly and, unlike the Account- 
ing Officer who signs the order on the Paymaster- General by 
which the money is obtained, he is in actual possession of the 
money. His accounts and balances moreover are checked by 
his own department, and it is only when these are checked that 
they are passed on to the auditors for audit. The audit is con- 
ducted concurrently as far as possible with the expenditure. 
This is a practice followed in most countries so that each month’s 
accounts are submitted to the auditor as soon as they are ready, 
and this avoids the delay which would occur where the accounts 
are submitted once a year. The Treasury certainly has enormous 
powers of control, but the weakness in such control is that after 
its sanction it may continue from one generation to another when 
the necessity for it no longer continues. If the spending depart- 
ment takes the initiative, well and good ; if it does not, it goes 
on year after year. Departments are often great sinners in this 
respect, as they never will give up staff willingly even after it is 
found the work is less heavy than was anticipated, and when 
staffs are redundant the head of the department is likely to say 
that unforeseen contingencies make it essential to have a little 
reserve up one’s sleeve and so to avoid approaching the Treasury 
for permission for more. No officials, however able, in any 
Treasury or finance department, even those connected especially 
with estabhshments, can have the knowledge of what is going on 
in different parts of a province or State, and therefore in such 
circumstances cannot reaUy have any very effective check upon 
waste. A former Chancellor of the Exchequer said with much 
truth that “ the real control is exercised first within each depart- 
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ment by its own officers ; secondly by the Treasury, and lastly in 
case of serious difference of opinion, by the Cabinet 'b 

Administrative control should be in all senses thorough, and 
the Audit Department itself should have its accounts audited by 
an outside agency. In the case of the Exchequer and Audit 
Department in Great Britain, for example, the accounts are 
audited by a Treasury official who receives the accounts of the 
department monthly. Similarly the Paymaster-Generabs dis- 
bursements are reviewed by the Treasury and checked by the 
Comptroller and Auditor-General. 

The Treasury in its Minute of April 1868 has defined the 
sphere of Treasury sanction in directing the Comptroller and 
Auditor-General to bring to the notice of the Treasury any excess 
of charge beyond the amount assigned to each subhead. It 
further insists that Treasury sanction must be given '' for any 
increase of establishment, of salary, or of cost of a service, or for 
any additional works or new services, which have not been 
specially provided for in the grants of Parliament The Comp- 
troller and Auditor-General must report any unauthorised 
expenditure. It remains with the Treasury to obtain Parlia- 
mentary authority in the supplementary estimate or otherwise 
for any expenditure connected with the financial programme of 
the Government during the year. The powers rest with depart- 
ments to reappropriate within limits, and the Treasury or the 
controlling financial department itself may have larger powers. 
But it is customary to report important reappropriations for 
subsequent sanction of the legislature, a sanction for reappro- 
priations which the departments cannot under the rules grant. 
It must always be remembered that the control of the Treasury 
is of two kinds. In the first place it has to see that the financial 
policy of the Government is carried out. In the second place it 
is responsible for ensuring that Parliamentary authority is com- 
pletely complied with. It is not always possible to control every 
item of expenditure from the Exchequer because grants paid over 
in the form of grants-in-aid or payments to local taxation accounts 
cannot be controlled by the Treasury once they are paid. 

Judicial control is exercised chiefly in France. It was 
founded by Napoleon in 1807, and “ it is ”, as one writer points 
out, a veritable court of justice, which has for its object to 
verify the actions of the accountants, to discharge them from 
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their responsibility in case their management is regular and 
correct, or to place to their charge any balances they may be 
owing through fraud, imprudence, or infraction of rules ; in 
such cases the Court of Accounts pronounces judgment 
It does not encroach on the administration. For example, 
accountants make payments on orders received from superior 
authority. The Court of Accounts does not dispute these pay- 
ments, The Cour des Comptes is not a branch of the administra- 
tion, but an independent judicial body ; it bases its criticisms 
on documentary evidence only. It works on closed accounts, 
and exercises no preventive control, and it bases an opinion on 
the action of Ministers only after examining the individual 
accounts of accountable officers. Its judicial powers were con- 
ferred by Napoleon I. on its creation in 1807, and its reports to 
the legislature on the appropriations as set out in the Budget law 
have been called for since 1831. It may be said that it combines 
the two main functions of the Comptroller and Auditor- General 
in the English system although it differs from it in that it is a 
judicial body. 

Legislative control is that exercised by the legislature usually 
through committees, as in the Committee of Public Accounts 
of the British House of Commons appointed annually since 
1861, at the beginning of its session for the examination of 
accounts. The number of members of the Committee is usually 
15. The Committee examines the preliminary grant for each 
financial year, including supplementary grants, with a view to 
seeing whether the grants Parliament passed have been properly 
applied. It also scrutinises any excess overgrants or bad spending 
on the part of the Executive. Its researches are published and 
are an effective means by which the House of Commons controls 
Government expenditure. The findings of the Public Accounts 
Committee are based on the Audit and Appropriation Reports 
submitted by the Comptroller and Auditor- General. In Section I. 
of the British Exchequer and Audit Departments Act, 1921, it 
is provided that the Comptroller and Auditor-General shall 
report to the House of Commons any important change in the 
extent or character of any examination made by him. This 
includes revenue and stores accounts in addition to accounts of 

^ Fisk, French Public Finance, p. 224 (Bankers’ Trust Company, New 
York, 1922). 
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expenditure, wMch. alone used to be scrutinised previously. A 
day is sometimes allowed in tlie House of Commons for a 
discussion of tbe Deport of the Public Accounts Committee, and 
in tbis way the House of Commons satisfies itself tbat its 
appropriations are properly utilised. The presence of the Auditor- 
General and of a Treasury official at the meetings of the Public 
Accounts Committee of the House of Commons raises a principle 
which is of importance in regard to legislative control, namely 
that the presence of permanent officials is necessary if the work 
of such a Committee is to be carried out successfully. It is the 
Auditor-General who brings to notice most of the delinquencies 
of the year and starts the hunting of the hare, and the advice of 
a Treasury official is, as experience has shown, of very great value. 
When the Committee has decided any matter it remains for the 
Treasury to follow it up, and rarely if ever does the Treasury 
disagree with the Committee, and so the House will certainly 
support whatever action is taken. Indeed as one writer expresses 
it where the Committee has roared as mildly as a sucking dove, 
the Treasury roars like a Libyan lion It has, sometimes, been 
suggested that the Legislature should have a permanent officer 
and staff to go about and inquire into the staffing and working 
of departments in order that waste and extravagance throughout 
may be checked. The functions of the Comptroller and Auditor- 
General in Great Britain are restricted to matters arising out of 
accounts and he cannot undertake a campaign of retrenchment 
in any office. It has sometimes been suggested that the legis- 
lature requires an official who would discover whether there is a 
lack of co-ordination in the public service, waste, and extrava- 
gance and to report this to the House of Commons in order that 
it may have a better control over expenditure. The objections 
usually put forward to this are that it would weaken ministerial 
responsibility and interfere with Treasury control. On the other 
hand, Ministers of spending departments require the greatest 
possible control and the Treasury has never, as we have seen, 
been enabled to exercise an adequate check on, for example, the 
demands of the fighting services. Committees on national 
expenditure which are appointed ad hoc in times of depression 
or in a crisis, such as the Geddes and May Committees, 

^ E. Hilton Young and N. E. Young, The System of Natio7ial Finance^ 2nd 
edition, p. 131. 
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invariably bring to light extravagance and the existence 
of stah for the work which has outgrown its usefulness. 
The necessity, therefore, of some such control by the legislature 
in many countries requires the most careful consideration in order 
to avoid the incredible waste that sometimes occurs in Govern- 
ment services as in joint-stock businesses. There is in the legis- 
lature of France a Commission for the verification of the accounts 
submitted by the Ministers. It is composed of members chosen 
from the Senate, the Chamber of Deputies^ and the Court of 
Accounts. The Commission examines the accounts of the 
executive officials who authorise expenditure, the Ministers’ 
annual accounts, and the w^ork already completed by the Court 
of Accounts, a judicial body. Its control over expenditure 
is undoubtedly far-reaching. In India legislative control is 
exercised through the Committee on Public Accounts appointed 
by rules made under the Government of India Act, 1935. It 
is customary in all provinces and in the Central Legislature for 
a Finance Committee ^ to examine expenditure before it is sub- 
mitted to the legislature, but this is not to be confused with the 
Public Accounts Committee. The duty of the Public Accounts 
Committees is to see that the money voted by the legislature has 
been spent within the scope of the demand, and that every re- 
appropriation from one grant to another or within the same 
grant, and all expenditure which the Finance Committee requests 
to be brought to the notice of the legislature, are duly brought 
forward. The Committee also summons and examines ofi&cers 
responsible for the appropriations in question. The Auditor- 
General submits twm reports, (I) the audit report, and (2) the 
appropriation report. The first deals with the audit and the 
second with appropriation. In March of the succeeding financial 
year the Audit or- General submits an annual appropriation 
report, which forms the basis of the discussion of the Committee 
on Public Accounts. The Committee on Public Accounts sub- 
mits the report to the legislature, which can make recommenda- 
tions. The Executive ordinarily gives effect to these after due 
consideration. Experience has shown that the most common 
irregularities are the withdrawal of money before the completion 

^ The Finance Committee has no statutory basis. It originated in pursuance 
of the recommendation made in paragraphs 235 and 285 of the Montagu-Chelma- 
ford Report (Cd. 9109, 1918). 
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of works or in advance of requirements, a rush, of expenditure 
in March to avoid lapse of grants, the postponement of inevitable 
payment, unusual expenditure, losses resulting from disregarding 
rules, double payments, or the manipulation of accounts with 
fraudulent intent and embezzlement. 

Audit of Accounts 

7. The word “ audit indicates the long historical associations 
which lie behind it. Mdien an examination of the accounts was 
held at the Exchequer it originally consisted of “ hearing ’’ of 
explanations from the individual person or persons rendering the 
accounts. The barons of the Exchequer compelled those who 
received moneys from the public to pay into the Exchequer the 
proceeds and to furnish accounts. Those who received advances 
(or imprests) out of the Exchequer had to render accounts. The 
accounts were audited by persons specially appointed for that 
purpose, by the King or the Treasurer and barons of the Exchequer. 
In due course these auditors became permanent ofibcials at the 
Treasury for this purpose, and these were called Auditors Com- 
potorum Scaccarii. With the decline and fall of the sheriffs in 
financial matters we see the collection of revenue and the audit 
of the accounts entrusted to other hands. This decline went on 
continuously for centuries. In 1225 the fifteenths, like other 
fifteenths and thirtieths granted by Parliament, were collected 
by special justices and no longer accounted for by the sheriffs or 
recorded in the Great Koll of the Pipe. The accounts of the 
fifteenths w^ere then audited by the Bishop of Carlisle, Michael 
Belet, and William de Castellis. In the reign of Edward II. audit 
seems to have been well established, as the post of auditor of the 
Exchequer was in existence in 1314, and in 1310 and 1311 the 
proceeds of all taxes, including customs, were to be brought into 
the Exchequer, and this shows that the Court of Exchequer had 
already become a Court of Audit. In the reigns of Edward III. 
and Richard II. there were constant complaints of the absence of 
auditing the national accounts, and audit was mixed up with the 
baronial struggle to take out of the King’s hand the power of 
spending public money. Parliament was desirous to determine 
the way in which the grant should be applied and to secure the 
efficient audit of accounts by the appointment of responsible 
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Treasurers for each subsidy. In 1340 an audit was required by 
a Committee of Lords and Commons in regard to the receipts of 
William de la Pole, and in 1341 they demanded that certain 
persons should be appomted by commission to audit the accounts 
of those who received the subsidy of wool and other aids granted 
to the king, and also those who received and spent on both sides 
of the sea public moneys since the beginning of the war. In 
1376 and 1377 audit was again demanded in order that the money 
might be applied entirely to the expenses of the war and in no 
other way. In 1379 the king ordered the accounts of the subsidy 
to be presented by the Treasurers and in 1381 the whole procedure 
of the Exchequer seems to have been reformed since from this 
period onwards accounts were rendered for both receipts and 
issues. In the time of the Tudors we find auditors of the Imprests 
who date from the second year of Queen Elizabeth. Two 
auditors, independent of each other with separate offices and 
clerks, were appointed by letters patent and held their offices 
during good behaviour. A general imprest roll was furnished 
every half year by the auditors to the Exchequer. "When these 
auditors’ accounts were submitted to the Treasury both copies 
were signed by the Chancellor of the Exchequer and other 
officers of the Exchequer. One copy, the declared account ”, 
was preserved at the Exchequer and the other, called '' the 
account ”, written on parchment, was taken to the office of the 
King’s Eemembrancer and the Lord Treasurer’s Remembrancer 
and then to the Pipe Office, where it remained and from whence 
the accountant got his acquittance. Auditors of the land 
revenue were appointed as early as 1511. In the time of the 
Stuarts the principle of appropriation that '' supphes granted by 
Parliament were only to be expended for particular objects 
specified by itself ” was disputed, but from the reign of Wilham 
III. and Mary it was carried into full effect, since a clause in the 
Appropriation Act prohibits under severe penalties the issue of 
any money except in the way specifically appropriated by the 
House of Commons. This gave the House of Commons a control 
over the Executive and marks the transfer from the Crown to 
Parliament of the power over the purse. Since this time onwards 
the niggardliness of Parliament to sovereigns was a thing of the 
past and Europe saw English Parliaments profuse in their: grants. 

In 1780, as we have seen, the Commissioners of Pubhc 
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Accounts were appointed and they found that the audit was for 
many years in arrears. In 1785 the Uyo auditors of Imprests 
were abolished and in 1799 the powers of the Board of Audit 
which took their places were extended and the auditors of land 
revenue were abolished. Further changes were made in 1806 
when by Act of Parliament ^ the system of audit of public 
accounts was established, a system which continued up to the 
year 1866 when the Board of Audit was abolished and its powers 
transferred to the Comptroller and Auditor- General.^ 

An adequate audit, however, may be said to have been in force 
in the early nineteenth century so far as the Government was con- 
cerned. The accounts of those persons who received and paid 
moneys were audited ; but from the point of view of the Ministers 
ultimately responsible, it was an audit on behalf of the Govern- 
ment. It had nothing to do with the responsibilities of Ministers 
to Parliament. In 1832, therefore, the first appropriation audit 
was introduced and at first apphed only to Navy votes. The 
auditors had to ascertain that receipts and payments recorded 
in the accounts conformed to the facts and to proper official 
authority. In addition to this there was the novelty of appro- 
priation audit that they had to ascertain that all the payments 
were in accordance with Parliamentary votes and that the totals, 
therefore, of those votes were in no case exceeded. In 1846 the 
appropriation audit was applied to the Army and Ordnance votes, 
and in 1866 it was applied to Civil votes, and thus the security 
for appropriations in accordance with votes of Parliament was 
achieved. These facts have been given in order to illustrate the 
principle that auditing public accounts is a very old one, and it is 
only within the last century that Governments have realised the 
vital necessity of a careful and complete audit of all accounts 
both from the point of view of administration and of appropria- 
tion. It has been realised that audit must be placed in a position 
of independence and several countries have incorporated this, as 
we have seen, into their Constitutions, as in the Government of 

1 46 Geo. 3, c. 141. 

2 I'or a history of the audit of public accounts see 22nd Report of the 
Finance Committee, 1797 ; the 5th Report of the Committee of 1810 (No. 371 
of 1810) ; the 10th Report of the Committee of 1811 (No. 253 of 1811) ; the 
papers relating to the Audit and Naval and Military Accounts (No. 160 of 
1856) ; the Evidence and Papers appended to the Reports of the Committee 
on Public Monies in 1856 and 1857 ; and the annual Reports of the Public 
Accounts Committee, especially of 1858 and subsequent years. 
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India i^ct 1935/ or by act of the legislature, as in the American 
Budget and Accounting Act of 1921, where the Comptroller- 
General and the Assistant Comptroller-General are, like the 
British Comptroller and Auditor-General, given great security 
of appointment and independence. 

The Auditor- General’s functions are generally to watch, 
inquire, and to report. He is to investigate independently 
accounts and to extract from them the complete truth. He sees 
that appropriations are made precisely in accordance with the 
votes in the House of Commons, and has as a rule a large body of 
officials working under him in various offices and in various 
centres checking Army, Navy, Air Force, and other accounts 
daily, monthly, quarterly, and yearly. It is impossible to cover 
the whole field, as this would require an enormous stafi. A test 
audit, therefore, of only a period or portion of the accounts, is 
undertaken. The British Act of 1921 makes it possible for the 
Auditor-General to dispense with a complete audit. Appropria- 
tion audit sees that the money is spent in accordance with the 
Appropriation Act or Acts — in other words, in accordance with 
the vote of the legislature. Administrative audit brings to light 
cases of fraud as well as of wasteful expenditure, and this form of 
audit, although important, has its limitations, as the Auditor- 
General cannot have the intimate knowledge of the working of a 
department specially a technical department with which, for 
example, the War Office and Admiralty are concerned. The 
object of audit is the detection of fraud, the detection of technical 
errors {e.g. the failure to sign a statement in the proper form) 
and also errors of principle {e.g, the incurring of expenditure 
without proper sanction and adequate appropriation, and the 
bringing of these prominently before (1) the executive and (2) the 
legislature, the twin guardians of financial propriety). Of these 
the detection of fraud and errors of principle are the most impor- 
tant. The spirit of audit and its interpretation should be liberal. 
The interests of the taxpayer should be protected, revenue in- 
creased, expenditure economised, and disbursing officers assisted. 
This is more useful than showing every trifling infringement of 
rules and regulations, which often results in unnecessarily pro- 
tracted correspondence. If two rules are conflicting the more 
fundamental of them should be followed. The ideal auditor 

^ Government of India Act 1935 (25 & 26 Geo. V.) sections 166 to 171. 
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should, in fact, be one who asks every question that may be 
expected from an intelligent taxpayer bent on getting the best 
value for his money. In many countries there is in addition to 
audit of expenditure a careful audit of receipts. The business of 
auditing revenue receipts is especially difficult, as it is not always 
clear whether the records show all the receipts or whether all 
proper claims are being enforced by the department concerned. 
The ikudit or- General arranges for this class of audit only in cases 
in which it is so required by the Government of India. The Civil 
Audit officers perform this duty in a small number of cases only. 
The audit of railway earnings, however, is an exception to this 
rule. It is essential to remember that a great deal depends on the 
initial examination of vouchers, and of receipts for expenditure. 
On this depends the utility of further checks and re-checks. It 
is important for every audit officer to see that in auditing accounts 
there are (1) sanction by the competent admhiistrative authority, 
and (2) appropriation of necessary funds granted by the legislature. 
In the audit of stores it is advisable to see that the accounts of 
receipts of stores and of issues and balances are correctly main- 
tained, and that steps are taken to dispose of unserviceable and 
surplus stores. The rates paid for stores should agree with those 
mentioned in the contract or agreement entered into with sellers, 
and there should be proper sanction for their purchase. In public 
works audit muster rolls or the list of labourers of those employed 
daily on works have also to be carefully scrutinised to prevent 
fraud, which sometimes occurs in the most surprising of ways. In 
audit there is not infrequently the danger of the machine becoming 
master of the man, not the man the master of the machine. This 
should sedulously be avoided, and dilatoriness must never be 
regarded as an equal virtue with despatch. If audit is dilatory 
it loses much of its effectiveness and it must be conducted with 
common sense and responsibility. A Treasury official tells how 
he went to Egypt with Lord Kitchener to improve the financial 
administration of the country and he found the audit office was 
not discovering errors in the public accounts. He went and sat 
down by the first official in the Egyptian audit office that he met 
and saw that he was auditing the accounts of the prison depart- 
ment for one month for some years previously. He had a list 
near him of the number of items which were to be examined and 
opposite these was the name of the person who received the pay- 
VOL. II 2 M 
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ment. There was a bundle of receipts and voiicliers showdng how 
the amount was made up and how it was paid. He informed this 
Treasury oificial that he took only 25 per cent of the items and 
only special numbers, namely 1, 5, 9, 13, and so on. He was 
asked whether he varied them from day to day and from month 
to month, and the reply was “ No, we never vary them. It is a 
rule of the Service always to take those items.’’ No wonder that 
irregularities could not be discovered when this method was 
Imown throughout Egypt and also when only 25 per cent was to 
be examined, the remaining 75 per cent escaping audit altogether. 
As the writer said, There you had the Audit Office, with its 
officials going round like squirrels in a wheel, producing nothing 
of value, but rather creating a false sense of security in the minds 
of those who were relying upon it, with nobody aware why it was 
a costly sham until somebody was able to get down to rock bottom 
and look at what was going on, and see the facts and figures 

Einancial administration which has been built up after centuries 
of scientific elaboration is a machine worked by perhaps the most 
upright and highly specialised engineers in the world. There is 
sometimes a danger of the many wheels in the machine retarding 
each other’s progress : so many written rules to be observed that 
the spirit is sacrificed to the letter. Financial administration 
must needs be cautious and reasoned, but there is no ground why 
it should not be also firm and prompt. 

^ Henry Higgs, Financial Reform, Macmillan & Co., London, 1924, p. 40. 
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THE CENTRAL BANK 

In the previous chapters we have seen how important a part is 
played by the pivotal bank of the country in financial administra- 
tion. The management of the public debt, the daily collection of 
revenue, and the paying of government obligations necessitate an 
enormous amount of work. The Bank of England with its 
branches in eight cities, and the Bank of France with about 660 
branches, perform many services for the government. In 1934--35 
a chain of British Empire central banks has been formed, and this 
co-ordination of Empire monetary policy and technique may 
have important results. Central banks have been created in 
New Zealand, Canada, and Australia, and recently the Common- 
wealth Bank of Australia has been transformed into a central 
bank. The South African Reserve Bank, the doyen of the 
Empire central banks, was founded in 1920. In China, too, the 
Government-owned central bank has been reorganised as a central 
reserve bank to maintain the stability of Chinese currency. The 
vastness of the work done by the Bank of England may be gauged 
from the fact that its staff apart from the printing factory, which 
before the War was approximately 1000, was in 1930 about 3800. 
The work connected with the collection of government revenue 
and with payments from the Exchequer account is heavy. There 
are on the books of the Bank upwards of three million separate 
stock accounts quite apart from the very large holdings of bearer 
securities. In connexion with the debt and other stocks it is 
probable that there are during the year between nine hundred 
thousand and one million transfers, approximately five million 
dividend warrants, and probably over five million coupons. The 
amount of notes that are issued in the course of the year is about 
650 millions. The whole of these warrants, coupons, notes, etc., 
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are printed in the Bank’s own factory. The Bank of England in the 
first place is in charge of the National Debt. Adam Smith, writing 
over one hundred and sixty years ago, said that the Bank acts not 
only as a bank but as ‘A great engine of state”. It not only under- 
takes the issue of all Governmental loans, including Government 
guaranteed loans, manages the stocks, and pays the dividends, 
but it also conducts drawings, transfers, registers, and performs 
all the ordinary work which a Registrar would perform. The 
Bank is also the custodian of the Government balances. It is 
the Government banker in another sense. It provides over- 
drafts known as the Ways and Means Advances, which, however, 
are never of any large amount, except for a short time on the 
first of June and first of December when large war loan payments 
are made. The Bank again acts as a Government agent in the 
weekly sale of Treasury bills, but al-ways in the presence of a 
representative of the Treasury who determines the amount to be 
sold, but the Bank’s advice is always freely at his disposal. The 
inner cabinet of the Bank of England is known as the Committee 
of Treasury — a significant name — and it consists of nine members. 
The Governor and the Deputy-Governor are ex officio members, 
but the remainder are elected by secret ballot from the twenty- 
four directors, and are in close touch with financial affairs from 
the City, the Treasury, and the world financial point of view. 
The Court of Directors itself meets weekly. 

The twelve federal reserve banks in the United States with 
their twenty-five branches and supervised by the Board of 
Governors of the Federal Reserve System^ with extensive 
powers of control over policy, expenditures, and personnel, 
perform many services on behalf of the Government. They 


^ Vide section 203 of the Banking Act of 1935 — Public No. 305, 74th Con- 
gress H.R. 7617, “ An Act to provide for the sound, effective, and uninterrupted 
operation of the banking system, and for other purposes Under the Act the 
Governing Board is given greater authority, and there has been a concentration 
of responsibility for national credit policy. Open market operations are under 
a Committee consisting of the Board of Governors and five representatives of 
the Federal Reserve Banks. The Board of Governors, however, has authority 
over the other major instruments of credit control, namely, changes in discount 
rates, in Member banks’ reserve recj[uirements, and in margins to be prescribed 
for loans on securities. The Law of 1935, in short, preserves the local autonomy 
of the original banks in their relations and dealings with the Member banks in 
their respective districts, but places the ultimate responsibility and the main 
burden for the national credit policy upon the Board of Governors in Washing- 
ton. 
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are the receiving and disbursing agents and have replaced 
the sub-treasury system. Eor a long time during the last 
century the United States preferred the independent treasury 
system rather than deposit their funds in banks. During the 
Civil War the Government was obliged to re-establish its banking 
connexions and, while maintaining the sub -treasury system, 
deposited funds in the national banks. Under the Federal 
Deserve Bank Act of 1913 provision was made for transferring 
the fiscal functions of the sub-treasuries to the federal reserve 
banks, the sub-treasuries being abolished with ehect from 1st 
July 1921. But as early as 1915 Government funds were placed 
with the reserve banks, and later, arrangements Avere made that 
the collectors of customs and collectors of internal revenues in the 
twelve federal reserve bank cities should deposit all their funds 
with these banks. The banks were also paying a large proportion 
of Government cheques and warrants. The work of the federal 
reserve banks as the Government banker is well summed up in 
the Report of the Secretary of the Treasury of 1918 when he said 
that The federal reserve system has been of incalculable value 
during this period of war financing on the most extensive scale 
ever undertaken by any nation in the history of the world. It 
would have been impossible to carry through these unprecedented 
financial operations under our old banking system. Great credit 
is due to the federal reserve banks for their broad grasp of the 
situation and their intelligent, comprehensive co-operation.” 
Kemmerer, commenting on this, adds that One shudders when 
he thinks what might have happened if the war had found us with 
our former decentralised and antiquated banking system. Think 
of pouring the crisis of 1914-18 into bottles that broke with the 
crisis of 1907 ! ” ^ 

The*" federal reserve banks now act as the Government banker, 
and are performing the same functions as other central banks. 
They do the work connected wdth the public debt, the collection 
and disbursement of public revenue, and all similar duties except 
those which continue in the hands of the department of the 
Treasury at Washington mainly for reasons of historical sentiment. 
Even with differences of administration the federal reserve system 
does not work very differently from that of the Bank of England. 

1 Kemmerer, The A B C of the Federal Reserve System (Princeton, 1929), 
p. 103, 
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There is an essential similarity in the problem and in the methods 
of central banking management in both cases. There is, how- 
ever, a great contrast between the New York money market and 
the London money market. The main demand for credit in New 
York from 1922 up to the end of the trade boom in 1929 was for 
financing the purchase of securities. This growth in credit could 
not have taken place in London, because the joint stock banks 
wisely preserve in their balance-sheets certain ratios among the 
different types of investments and assets which they hold. In 
the New York money market surplus funds flow to the stock- 
broker, w^hile in London they flow to the bill broker. In New 
York there is no discount market which can handle the large 
volume of commercial and Treasury bills which is handled in the 
London money market. In the United States, bankers’ bills are 
carried for the most part by the federal reserve banks or with 
foreign money. In London, issuing houses face mainly outward 
and abroad while in America similar houses face towards the 
interior. There is no active discount market such as obtains in 
London, so that the relation between the bill market and the 
central bank is different. In New York the member banks 
borrow directly from the reserve banks instead of calling money 
from the market and so forcing the market into the central bank 
as is the case in London. The New York market is unable to 
perform its function as an international money market with the 
steadiness and regularity of the London market largely because 
credit demands, dominated by the domestic trade of the country 
and the stream of investment which might otherwise flow abroad, 
are dammed up from time to time. On the whole the London 
money market can be more easily controlled than any other 
money market in the world. Other central banks in the various 
countries of the world perform similar functions as Government 
banker. 

It is characteristic of a central bank to be independent of the 
Government but to be in close touch with it. The Board of 
Governors in Washington and the twelve reserve banks which 
are under its direction are in close contact with the Government. 
The Reserve Bank of India, for example, is in close touch with 
the finance department of the Government of India, and the 
Governor of the Bank keeps in closest touch with the Finance 
Minister in Delhi. The closeness and cordiality of this connexion 
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between a central bank and the Government are well summed up 
in the words of the Deputy-Governor of the Bank of England 
before the Macmillan Committee on Finance and Industry : “ The 
Bank of England is in daily touch with the Treasury, sometimes 
many times a day. Probably twice in the week — if circumstances 
require it may be ofbener — the Governor himself will pay a visit 
to the Treasury, sometimes accompanied by myself. AVlien he 
is away, I pay such visits in his place. We have no secrets from 
them, we keep them fully acquainted as to the general trend of 
ahairs in the City and the outlook, as we see it. We, on our part, 
never venture to interfere on any question that can be considered 
a political question, unless we are asked to express an opinion as 
to what the financial effect of a certain political operation may 
be. If we are asked, we give our advice, but we never seek to 
interfere in politics. The Treasury, on the other hand, are good 
enough to reciprocate ; that is to say, that, whilst we keep them 
fully informed as to the general trend of affairs in the City, as 
to any occurrences of importance affecting the position of finance 
and credit, they do not seek to dictate any alternative line of 
financial policy if we, in our judgment, consider a particular line 
of policy essential for the protection of the country’s main 
reserves. Apart from these visits that I have spoken of, it is 
the practice for the Governor to visit the Chancellor of the 
Exchequer at fairly frequent intervals, and to keep him also 
fully informed. And I suppose I need hardly say that the colour 
of the Government of the moment has absolutely no influence 
whatever on the nature of these relations.” He concluded by 
saying that The Bank acts, of course, as the financial adviser 
of the Chancellor of the Exchequer. It does not seek to impose 
unsought advice, but, as I have already explained, its advice is 
always freely and fully at his disposal and, at the same time, it 
is able to act on occasions as a mouthpiece of the Chancellor to 
the City.” ^ 

A central bank is a public trust and not a department of 
State. It is for this reason that there should be no State inter- 
ference with the ordinary working of the bank. If a Government 
had a controlling influence there are many ways by which the 
powerful interests in a country may try to enforce their wishes. 

^ Minutes of Evidence taken before the Committee on Finance and Industry, 
1931, vol. i. Q. 454, pp. 31-2. 
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We have in the Bank of France between 1923 and 1925 the 
influence of extraneous forces on banking policy. Between 1923 
and 1925 the Bank exceeded the legal limit of the note issue. In 
1925 the volume of notes was 43 milliards although the maximum 
fixed by law in 1920 was 41 milliards. The balance-sheets 
actually hid this fact owing to Government compulsion, and the 
increased borrowings from the Bank intensified without any 
shadow of doubt the depreciation of the franc, and it was one of 
the causes leading up to the financial crisis of 1926. Excessive 
governmental influence must be sedulously avoided since other- 
wise reserve bank questions may at any moment become first- 
class political issues, and when politics come in at the door 
central banking is apt to fly out at the window. Governments, 
for example, must repay any advance within a fixed period, 
usually three months. Other central banks such as those of 
Germany, Czechoslovakia, Greece, and Bulgaria are limited not 
only in regard to time but also in the amount that can be lent 
to Government. The Bank of International Settlements, as 
described below, is similarly under its statutes prohibited from 
making advances to governments or opening current accounts 
in the name of governments. Therefore, all things considered, 
a central bank must be independent. One method of achieving 
this is that the capital in the very large majority of cases should 
be owned by shareholders and not by the State. Of thirty-two 
central banks no less than twenty-four are shareholders’ banks, 
the capital being subscribed by private shareholders. This 
preserves the principle of freedom from Government control. 
In one or two instances, as in Australia, New Zealand, Eussia, 
Sweden, Finland, Latvia, and Bulgaria, the banks are State- 
owned, and in the banks of Czechoslovakia and Colombia 
the Governments have subscribed part of its capital, but in 
the case of Colombia it has no voting power. Of the State 
central banks the Commonwealth Bank of Australia was, how- 
ever, not a true central bank as it was still in competition Avith 
other banks in Australia and it had not either their support or 
goodwill. It was not a true bankers’ bank, nor had it the 
control of currency to the degree that most other central banks 
possess. At first the Bank had no capital, but it had an 
understanding with the Government that the Government 
balances would not fall below a minimum, and this was in reality 
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the capital of the Bank.’^ It has now completed its transition 
from a commercial to a central bank. The state Bank of Eussia 
is part of a Government department, the Ministry of Finance, 
subject to the direct authority of the Commissary of Finance, who 
determines the Bank's policy and fixes its rates of interest and 
commission. A bank such as this could hardly exist outside the 
Soviet Eepublic. The capital of the Eiksbank of Sweden is owned 
by the Eiksdag. The Bank, however, is not under an Executive 
Department of the Government but is responsible to the Eiksdag, 
its Parliamentary Committee on Banking, and its Auditors. Sweden 
is a small united country with a high degree of education, and, 
owing to the innate genius of its people, the Eiksdag has never 
used its powers. When a central bank works with a State capital 
it loses its independence, and the Governor of the Bank of 
England, in his evidence before the Eoyal Commission on Indian 
Currency and Finance, stated only a principle which is of almost 
universal application when he said that “ We have the experience 
in Europe that in the case of the banks in which the Government 
held considerable measure of control, or there has been a limitation 
on the freedom of the Bank, it has not resulted to the advantage 
of the community 

Even in countries wdiere the capital of the bank is held by 
the State, steps have had to be taken in certain circumstances to 
render its administration independent of political influences and 
of the government. There is still a tendency in some quarters to 
the view that all banks should be nationalised, forgetting that were 
business to follow the example of banks the best man would tend 

^ Cf the New Zealand Reserve Bank Axnendment Act, 1936, under which 
the State purchased the private share capital and the directors were to be 
appointed by the Governor-General in Council. The general functions of the 
Reserve Bank were restated as “to give effect, as far as may be, to the 
monetary policy of the Government as communicated from time to time by 
the Minister of Finance.” The Minister of Finance stated in the House of 
Representatives that the Governor of the Reserve Bank was not in agreement 
in general with the principles of the Bill, but after making his protest against 
the principle had helped to put the Bill into words that would make it work- 
able. It was passed by the House of Representatives on April 6 and by the 
Legislative Council on April 8. In the return made up on April 13 
the share capital was omitted and the general reserve fund was given at 
£1,500,000 in place of £500,000 paid up capital and £1,000,000 as reserve, 
hitherto shown. Tins is a movement in a direction opposite to that of Aus- 
tralia. The aim of the Commonwealth of Australia has been to put currency 
policy outside the vagaries of party politics. 

- Minutes of Evidence taken in London before the Royal Commission on 
Indian Currency and Finance, 1926, vol, v. Q. 14,605, p. 235. 
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to get to the top. The evils of the old private business have 
largely been eliminated in banking. Banks are in reality already 
nationalised, and do not exist for high dividends but in the public 
interest. A State system of banldng ■would bring with it the 
dangers inherent in any monopoly, especially a monopoly con- 
trolled by the Government of the day. Banks have to deal with 
clients who may be old customers, and they are in a position to 
know their customers in a way that a State monopolist or a 
IMinister sitting at the headquarters of a Government and realising 
that a general election is imminent would not be able to know or 
to assist. Sometimes, for instance, a wave of speculation takes 
place in stocks and shares and a central bank has to check such a 
movement carried on with borrowed money in order to avoid a 
crash. But where banking is a State monopoly and where a 
Government is contemplating some new issues or a conversion 
scheme, such action might not be taken by a Government bank. 
There are very great dangers in the nationalisation of a central 
bank.^ Although in most cases the Government has certain 
powers in regard to the appointment of the Governor and other 
directors of the bank, this in no way gives the Government 

^ What has been said above regarding a State- controlled central bank 
applies with even greater force to commercial banks. The dangers of State- 
controlled banking are considerable. A banking monopoly could not be ex- 
pected to show the responsiveness to individual needs which is so essential to 
good banking. While no advantage is to be secured by the nationalisation of 
the banking system, this does not mean that the banking organisation of any 
country is incapable of improvement. Banks are the servants of trade and 
industry and must adapt themselves to the needs of their masters. It goes 
almost without saying that trade borrowers are likely to be better and more 
economically served by a few highly competitive institutions than by a vast 
nationalised commercial bank. 

2 Under the Federal Reserve Act, for example, three out of nine directors 
in each federal reserve bank are appointed by the Government, and the 
Board of Governors, all of whom are appointed by the Government, have the 
power, as stated in the text, to veto and reduce salaries and appointments 
in the several banks. In the Reserve Banle of India the Governor, two Deputy- 
Governors, four directors, and one Government official are appointed to the 
Board by Government, while eight directors are elected on behalf of the share- 
holders. The Bank of England as a central bank dates from 1844. The Charter 
leaves the Bank a very free hand, and a Supplemental Charter granted in 1892 
deals only with matters of internal routine. The Charters define how often the 
Court of Directors is to sit, the appointment of Committees, how the cash is to 
be held, and similar matters. The Governor, the Deputy -Governor, and the 
twenty-four directors are not nominated by the Government but by the share- 
holders. The Bank of England, however, is a central bank sui generis. It is 
almost unique m that it is a private institution without any legal control except 
in regard to the granting of loans to the State and in regard to its powers of 
issuing bank notes. 
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power of interference in the administration of the bank. It is 
merely to ensure that the reserve bank will be in capable hands. 
No room must be left for doubt as to the ability of the bank to 
maintain its financial stability and credit at home and abroad. 
This is of great importance in the sphere of currency and ex- 
change, which has an influence on the whole economic structure 
of the country and, therefore, has a far-reaching eflect upon 
Government finances. 

It is sometimes forgotten that a central bank (or to use the 
fuller term, “ central reserve ’’ bank) plays a most important 
part in public finance and, therefore, the Government must see 
that it is under sound management. It is a port to which 
recourse may be had in times of storm, or it may be said to be 
the fire brigade which puts out financial conflagrations. But this 
is far from saying that it should function only intermittently. 
Before the War such a bank existed in many countries. It is 
only after the War that the necessity of a central bank in every 
country of any importance became universally recognised as 
essential in financial administration. The Brussels International 
Financial Conference of 1920 recommended that “ Where there 
is no central Bank of Issue, one should be established ”, and the 
Genoa International Financial Conference of 1922 brought this 
again into prominence by declaring that “ Banks, and especially 
banks of issue, should be free from political pressure, and should 
be conducted solely on lines of prudent finance. In countries 
where there is no central bank of issue, one should be established.” 
A central bank must not only be the Government banker but also 
the bankers’ banker, i.e, it must control issues and the central 
reserves. Its primary duty is to the country and not to the 
shareholders. To achieve this end it must be able to control the 
credit situation without fetters or bias, and this can only be the 
case if it is not involved in it. It must not be placed in a position 
in which any doubt can arise as to its financial stability, and it 
must, therefore, never be exposed to the same risks to which 
commercial banks are generally exposed. Its business is not to 
make profits over what is required to pay a moderate limited 
dividend on the capital employed in it, and it must not be a 
burden on the taxpayer. Since the central bank transacts 
business rather for the sake of ulterior eflects upon the banking 
structure than for making profit, it is usual to limit the dividends 
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to a maximum sufficient to remunerate capital, usually of the 
order of about 5 per cent per annum. This is fixed usually in 
consideration of two things : (1) the yield of Government long- 
term securities and (2) the necessity in some cases of attracting the 
small investor and thus securing a wide distribution of the shares 
of the bank. Any surplus above this amount, after the reserve 
equals the paid-up capital, the Government as a rule obtains or 
shares with the bank. The bank is in a very prmleged position 
as the Government banker and the bankers’ banker. It has an 
exclusive right of note issue ; it has the use of Government 
balances ; and it is able to compete on rare occasions when 
necessary by open-market operations with the commercial banks 
in order to control the credit situation. The bank should be 
prohibited from engaging in trade or otherwise having a direct 
interest in any commercial, industrial, or other undertaking ; ^ 
purchasing its own shares or the shares of any other bank or of 
any company or granting loans upon the security of any such 
shares ; advancing money on mortgage or otherwise on the 
security of immovable property or becoming the ovmer of im- 
movable property except such as is necessary for its own business 
premises and residences for its officers and servants ; making un- 
secured loans and advances ; drawing or accepting bills payable 
otherwise than on demand ; and allowing interest on deposits or 
current accounts. A central bank in order to maintain the 
maximum fluidity of its assets may make advances against gold, 
the highest classes of Stock Exchange securities carrying a flxed 
rate of interest, commercial bills payable in the home market, 
foreign currencies, and bills payable abroad. 

The chief functions of a central bank are to act as a note- 
issuing authority, to control credit in the country’s interest, and 
to maintain the stability of the currency, which is the very 
foundation of all contractual relations. At first sight it may be 
thought that such important functions should be undertaken 
only by Government, but experience has shown that this cannot 
be done with advantage, since a central bank with expert know- 
ledge and experience is able to conduct the country’s note issue 
in a way that no Government department could do with similar 
efficiency. Moreover, there is another vital reason why the 

^ The only real prohibition in this regard in the case of the Banlc of England 
is the prohibition for all time from using any of its funds in dealing m merchan- 
dise or wares of any description (Tonnage Act of 1694). 
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Government itself sliould not be entrusted with the note issue. 
It may have recourse to the printing press with most undesirable 
results, as the history of assignats and greenbacks proves. It is 
for these reasons that in financial administration a central bank 
is so important. By the issue of legal tender notes a central bank 
can supply or create ultimate reserve funds, and these notes can be 
used by other banks as reserves. Member banks are required to 
maintain reserve balances with the central bank which are the 
results of either cash deposits or paper re-discount.^ The central 
bank can re-discount paper normally endorsed by other banks, 
and the proceeds are then issued in the form of its own funds 
or by credits to other member banks. The tAvo fundamental 
problems, therefore, are the note-issue policy — the total amount 
of notes to be issued — and the discount policy. The discounting 
of member banks’ paper is of the highest importance, especially 
m a country like India where there are indigenous bankers who 
can be linked up to the banking system by the discounting of 
their paper. By its open-market transactions this sphere of a 
central bank’s influence has greatly been enlarged in recent years. 
The bank, Avhen it is considered necessary for the purpose of 
regulating credit in the interest of commerce, industry, and 
agriculture, can purchase or sell securities or it may alter the 
types of securities so held AAuth alteration in their total amount. 
If the Bank of England, for example, purchases securities in the 
market, the transaction is settled by crediting the draAving 
account of the broker or other party through whom it purchased 
the securities. This in turn leads to an increase in the balances 
of joint-stock banks at the Bank of England. The deposits of 
the joint-stock banks at the Bank are the equivalent of cash, and 
the banks are thus in a position to grant further loans to their 
customers or to create additional credit. In fact the Bank’s 
action makes it possible for the joint-stock banks to increase their 

^ The Bank of England, the Bank of France, and several other European 
banks do not hx the amount to be left at the central bank. In the Federal 
Reserve system, the South iVfrican Reserve Bank, the Reserve Bank of India, 
and similar banks the percentage of the demand liabilities and of the time 
liabilities has been fixed. Under section 42 (I), for example, of the Indian Act 
every scheduled bank must maintain with the Reserve Bank a balance the 
amount of which at the close of business on any day shall not be less than 
5 per cent of the demand liabilities and 2 per cent of the time liabilities. The 
liabilities do not include the paid-up capital or the reserve or any credit balance 
in the profit-and-loss account or the amount of any loan taken from the Reserve 
Bank. 
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deposits by some ten times, since the banks as a whole maintain 
a cash proportion to deposits of from 10 to II per cent. If, on 
the other hand, the Bank of England sells securities or calls in 
loans, this reduces the cash of the joint-stock banks and results 
in a reduction of their deposits. The bankers’ cash may be 
increased by gold imports without any action on the part of the 
Bank of England. The Bank may oEset these movements of 
gold in order to prevent expansion in deposits which might thus 
arise. The chief means of managing the monetary system of a 
country may be illustrated from the day-to-day policy of the 
Bank of England, which has four chief ways of managing the 
monetary system. In the first place there is the ofiicial bank- 
rate. This is the usual method of control. There are others, of 
which perhaps the chief are open-market transactions, technical 
devices for influencing the foreign exchanges, and the use of the 
Bank’s personal influence over prominent elements in the London 
money market. The open-market transactions are of two kinds : 
those which have the efEect of changing the aggregate amount of 
the Bank’s private deposits, and those which consist of changing 
the form of the Bank’s assets without changing their quantity. 
In regard to the former, the Bank may sometimes deliberately 
refrain from open-market transactions, and this may also have 
the efiect of changing the total amount of the Bank’s private 
deposits. Of the latter class of open-market operations, viz. 
those which do not change the quantity but only the form of the 
Bank’s assets, may be mentioned the ofisetting of gold move- 
ments by buying or selling securities, the selling of short-dated 
securities such as Treasury bills and the buying of long-dated 
securities such as Consols, or the forcing of the market to discount 
or to obtain advances on the ofiicial terms with the object of 
bringing the market rate into closer conformity with these by 
selling securities. In regard to technical devices these have 
increased with the growth in the technique of central banldng 
by the Bank of England, which has advisers including ex-Treasury 
officials with special knowledge, especially of the exchanges and 
the working of foreign central banks. The Bank uses gold 
exchange methods, i,e. the selling or piu’chasing of foreign 
balances ; dealings in forward exchange ; and varying their 
buying price in a small degree for gold in order to influence 
directly the foreign exchanges. With these powers, which have 
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developed in recent years, the Bank has become a central bank 
with a strong control over the money market. Indeed it recalls 
the description of the Bank in The Wealth of Nations when Adam 
Smith af&rms that “ the stability of the Bank of England is equal 
to that of the British Government - 

There are difficulties which central banks have to face, diffi- 
culties which are specially great in a country where commercial 
banks possess separate note issues. These difficulties may be 
grouped under three heads. Firstly, non-monetary causes of 
disturbance, such as political troubles, over-production, changes 
in tariffs, changes in demand following changes in fashion, rigidity 
of wages, and other internal economic conditions. A second 
group of causes is the divergency that sometimes occurs between 
the interests of the country itself and those of the world outside, 
as, for example, in 1930 wffien it was not in France’s interest to 
attract gold from abroad in excess of what the Bank of France 
required, because this would have caused an unwanted expansion 
of credit withm France and would have injured the French export 
trade by lowering foreign prices relatively to French prices and 
thus contracting the demand. The influx of the short-term 
foreign balances in the London money market is always to be 
regarded as the equivalent to a negative gold reserve, and is in 
consequence a potential source of future weakness. A third 
group of causes centres round inadequate control over the 
monetary machine. The Banlc of England, for example, has 
got, as already noted, a remarkably complete system of control, 
but neither the Bank of France nor the Eeichsbank nor even the 
Federal Eeserve authorities have a control to the same extent. 

There is thus much for a central bank to do, because, as is 
often said, the management of currency and credit is not a science 
but an art. The control of prices, however, is an enormously 
difficult matter. It necessitates the elimination of cyclical 
variations in the short-period and the elimination of changes in 
the long-period price-level. This aspect of central-bank policy, 
the possibility of exerting credit control in order to stabilise the 
price-level, came into prominence only after the World War. It 
is only possible if the bank has the power of directing and regu- 
lating the amount and use of bank credit in general, and if bank 
credit is the most important price - determining factor. The 
control of a central bank is difficult in countries where a bill 
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market is not developed, and wliere commercial banks are not 
Tvdlling to make use of tire credit facilities available. Examples 
are the South ikfrican Reserve Bank and the Bank of Japan. A 
policy of patience, therefore, in this regard is essential. Advo- 
cates of price stabilisation through credit control point out that 
the central bank, by controlling the volume and velocity of cur- 
rency, can regulate the price-level. Central banks have become 
more and more responsible for controlling price trends, and can 
neutralise the ehect on prices of a large supply of new gold by 
increasing their own reserves, or they may counteract the effect 
of a fall in the output of gold by reducing the customary reserve 
ratios. But there are factors such as better methods of dis- 
tribution and labour-saving devices that may operate on the 
goods side of the equation. Statistical information is also scanty. 
These are but a few of the factors against the theory. Governor 
Strong of the New York Federal Reserve Bank told the Stabilisa- 
tion Committee of Congress in 1926 that there was no magic 
formula that could be introduced into the Federal Reserve Act 
for controlling prices. '' I have ’h he said, “ discussed these 
matters with many economists and students of prices and 
purposely have always carried the discussion through the same 
course. We have agreed on the record of the past in the Federal 
Reserve system pretty generally, as to what has been done and 
the effect of what has been done. We have generally agreed as 
to the conditions at the present moment. . . . But, when I ask 
them, ' Now, we have got to decide something to-day ; you are 
in the position of running in the Federal Reserve system ; what 
are you going to do to-day that will have an influence on the 
future ? ’ the answer is always the same : ' Well, you are the 
practical fellows who are running this ; you have got to decide 
that And that is the difl&culty. Our examination of the past 
produces the most accurate knowledge of past action and reaction, 
but when it comes to a decision as to what we are going to do 
for the future, then just human judgment has got to govern. 
There is no mathematical formula for the administration of the 
Federal Reserve system or the regulation of prices.’’ 

The absence of a central bank means decentralised reserves, 
and this decentralisation is expensive and, at the same time, in 
times of crisis ineffective, because each bank then holds on to 
its cash balances and this intensifies the crisis. In the absence 
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of co-operation each bank has to hold a larger reserve than under 
a centralised system. The whole point of central banking in 
financial administration to-day rests on the principle that 
monetary stability can only be attained with efficiency and 
economy if the control of both currency and credit is placed in 
the charge of a single authority. Commercial banking cannot 
progress at a greater rate than that at which confidence proceeds 
in regard to the soundness of banks, and security depends upon 
the possibility of these being able in times of stress to turn into 
cash the maximum of their assets. Stringency breeds distrust, 
and distrust, as we have seen, leads to clinging to cash, and hence 
a crisis becomes inevitable. It is clear, then, that the develop- 
ment of joint-stock banking can only proceed safely under the 
shelter of a true central bank. Under a centralised system 
reserves can be replenished by re-discounting at the central bank, 
and since the demands for legal tender are at a single point, the 
ebb and flow of currency and credit can be supervised by the 
central bank itself.^ In other words, the central bank possesses 
the power of changing the supply of cash and indefinitely expand- 
ing credit among the competitive banks, a power which it uses 
with caution. By adjusting banlc rate and when necessary 
making it eft'ective, the central bank should be able to dominate 
absolutely the credit market. 

The monetary system of most, if not all, countries must be a 
managed system. The maintenance of the parity of the foreign 
exchanges without unnecessary disturbances to internal business, 
the avoidance as far as possible of the credit cycle, and the 
stability of the price-level are objectives of a sound monetary 
policy which require day in and day out knowledge, judgment, 
and authority which a central bank alone in its independent 
position with its great resources and technical devices can attain. 
The Macmillan Committee described the Bank of England in 
regard to this very point thus : “ We have in the Bank of Eng- 
land an excellent instrument for the purpose ; independent of 
political influences, yet functioning solely in the public interest ; 

^ The Dominions and India are primary producers, which means that there 
is a strong seasonal ebb and flow of credit, and the creation of apex or central 
banks will tend to prevent large variations in credit throughout the year. It 
may be noted that where there are new and relatively undeveloped money 
markets, Treasury bills are a useful outlet for short-term funds, although this 
system with the absence of limitations of time and amount may be open to abuse. 

VOL. II 2 N 



1066 


THE SCIENCE OF PUBLIC FINANCE 


BK. V 


with long traditions and experience and clothed with vast prestige, 
yet not distrustful (as we have learnt in evidence) of evolutionary 
change or hesitant of new responsibilities ; entrenched in the 
centre of the struggle for profit and with access to the arcana of 
■ the market, yet itself aloof and untinged by the motives of private 
gained In the realm of financial administration the central 
bank, therefore, has important functions to perform. It must 
have, in short, the right to note issue, the right to hold the 
reserves of commercial or member banks, the right to buy and 
sell securities, and the right to discount. It must be at all times 
able to meet the demands which may be made upon it — it must 
be able to guard its cash reserve when required. 

We have discussed the importance in financial administration 
of a central bank in each country. It should be remembered that 
before the War there were isolated instances in times of crisis of 
international transfers of gold and inter-bank re-discounting. 
During the War there was pooling of resources by central banks 
both among Allies and the Central Powers, and when the United 
States entered the War in 1917 the Federal Reserve system’s 
resources were also thrown into the common pool. In 1930 a 
world central bank, called the Bank of International Settlements, 
was organised under a Swiss Government Charter by repre- 
sentatives of Belgium, England, France, Germany, Italy, Japan, 
and an American banking group. It was born out of the Young 
Plan, and the first ideas of which came from Genoa, when it was 
proposed that the Bank of England should summon a conference 
of all central banks to do what the Bank of International Settle- 
ments was subsequently asked to do. The object was to bring 
about international co-operation among central banks and to try 
to bring about a common policy between them. Article 3 of the 
Statutes expresses this idea thus : “ La Banque a pour objet : de 
favoriser la cooperation des banques centrales et de fournir des 
fachites additionelles pour les operations financieres inter- 
nationales ; et d’agir comme mandataire (trustee) ou comme 
agent en ce qui concerne les reglements financiers internationaux 
qui lui sont confies en vertu d’accords passes avec les parties 
interessees The particular object of the creation of the Bank 

^ Report of the Committee on Finance and Industry (Macmillan Report). 
Cmd. 3897, 1931, p. 119, para. 281. 

2 Banque des Beglements Iniernationaiix, Charte et Statuts, Fait d La Haye, 
le 20 Janvier 1930y ch. i. article 3. 
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was to get rid of the difficulty of reparations payments, to take 
them out of the political arena and to put them, in the words of 
the Governor of the Bank of England, into a back room in the 
B.I S.’d With reparations payments now discontinued, inter- 
national debt questions were linked up. The Bank of Inter- 
national Settlements has provided a method of conference among 
central banks, and has allowed many who are interested in the 
art of central banking to meet regularly once a month to discuss 
all matters of the individual central banks as well as those of the 
Bank of International Settlements, Since 1931 a large number 
of the European central banks have been keeping their surplus 
reserves with the Bank of International Settlements, but those 
funds being reserves are not free for general use, and they can 
only be employed within the same strict limitations as in the 
case of the central banks themselves. In short, the Bank of 
International Settlements never can have very large sums which 
it can dispose of. With the passing of reparations its duties 
have become much less important, and it has now to go slowly 
and to develop by degrees. It has been able to arrange certain 
conveniences among the central banks in the transfer of funds 
from one place to another, but there are special difficulties of an 
international body of this sort. Mr. Norman, the Governor of 
the Bank of England, put these difficulties thus : A Central 
Bank Governor, when he comes to Basle, is necessarily to a certain 
extent dominated by the particular state of his own fiscal and 
economic situation at home, of the mind of his public, of the 
mind of his Government, and it is a matter therefore, not, as I 
say again, of establishing personal friendship — which we have 
done to a marvellous degree, I think, almost intimately — but of 
taking up questions which are international and regarding them, 
as one would say, on their merits. No two or three countries 
can really regard an international question on its merits. There 
is no such thing as merits when you come to that. To get the 
affairs of a country, and possibly the needs of a country, con- 
sidered on their merits is a thing wffiich has not been achieved, 
and, I believe, wdll not be achieved for a very long time. The 
moment the position of certain countries is mentioned you get a 
reaction for or against, for particular reasons applicable to the 
individual in whom the reaction takes place. There will be a 
new Europe before we get away from that.” The Bank of 
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International Settlements is not allowed under Article 25 to 
exercise the power of note issue, to make advances to Govern- 
ments, or to open current accounts in the name of Governments, 
and it must, on account of its position at Basle, encounter difiS.- 
culties as a bank of deposit, especially as it is situated far apart 
from its chief customers. Nevertheless it marks a distinct 
advance in the idea of a world central bank, and hi the future 
it may exercise some degree of control in the various countries 
upon credit and exchange rates. Provision may be made in the 
future to regard balances with the Bank of International Settle- 
ments as the equivalent of gold. It would be a beginning of 
international economy in the use of gold in international banking 
practice. The influence of the Bank of International Settlements 
will, in years to come, be rather in the field of international 
currency and banking than that of public finance. Its indirect 
influences, however, through these common consultations, may 
be not inconsiderable in that impoi'tant branch of Public Finance 
— financial administration. 
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Hevenue, Expendittjbe, ane Debt of the Governments in India (Central and Provincial) 

(Years represent years ended 30th April till 1866 and Slst March from 1867 onwards.) 
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TABLE III 

Gross Expenditure of tke Governments in India, Central and 
Provincial, from the fiscal year 1861-62, classified under main 
heads of expenditure. 
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TABLE 
Classification of 

Gross Expenditure of the Governments in India (Central 

(In Thousands 


Heads of Expenditure. 

1861-62 

1871-72. 

1881-82. 

1891-92. 

1901-02 

1911-12. 

A. Primary Expenditure. 







I Defence .... 

16,94,96 

16,25,22 

20,35,27 

23,51,34 

25,83,37 

31,35,25 

II. Law and order — 

38-4 

33-4 

28-2 

26 5 

28 9 

26-5 




Law and justice 

1,89,99 

2,91,48 

3,23,28 

3,73,97 

4,39,39 

5,73,71 

Police .... 

2,14,91 

2,22,09 

2,55,39 

3,86,86 

4,03,70 

6,90,45 

Total 

4,04,90 

5,13,57 

5,78,67 

7,60,83 

8,43,09 

12,64,16 


9 2 

10 6 

8 0 

8-6 

9 4 

10 7 

III. Civil administration — 



General admmistration 

1,48,42 

1,82,71 

1,54,21 

1,79,13 

1,93,59 

3,93,94 

1,45,22 

Political . 

Cost of collection — 

24,20 

31,54 

65,47 

76,77 

1,03;06 

Direct taxes 

1,83,36 

2,46,70 

3,08,73 

3,92,34 

4,29,36 

5,72,21 

Indirect taxes 

2,42,90 

2,50,06 

3,11,55 

2,99,36 

3;8S;63 

3,23,41 

Total 

5,98,88 

7,11,01 

8,39,96 

9,47,60 

11,09,34 

14,34^78 

IV. Debt services — 

13 6 

14-6 

11-7 

10-7 

12 4 

12 1 






Productive purposes , 

1,42,51 

1,72,32 

1,88,68 

5,78,36 

8,24,36 

11,77,06 

Unproductive purposes 

5,19,10 

5,96,63 

4,85.94 

4,31,52 

2,9i;61 

3,05,66 

Total 

6,61,61 

7,68,95 

6,74,62 

10,09,88 

11,15,97 

14,82,72 


15 0 

15 8 

9-4 

11 4 

12 5 

12-5 

Total of A as percentage . 

76 2 

74-4 

57-3 

57-2 

63-2 

61-8 

B, Secondary Expenditure. 

V. Social — 







Education 

34,30 

63,34 

1,07,86 

1,42,48 

1,07,10 

3,03,18 

Medical and sanitation 

23,55 

50,05 

68,47 

88,47 

91,45 

1,73,32 

Famine relief, etc. 

1,56,79 

1,26,83 

1,32,61 

1,50,00 

Ecclesiastical 

14,89 

15,80 

16,22 

16,16 

16,91 

18,67 

Total 

72,74 

1,29,19 

3,49,34 

3,73,94 

3,48,07 

6,45,17 

VI. Government or public under- 
takings — 

1-6 

2*7 

4-8 

4-2 

3-9 

5-4 



Bailways .... 



10,52,33 

15,74,32 

7,99,41 

8,15,96 

Irrigation .... 



1,32,20 

1,83,53 

2,12,67 

2,98,80 

Other public works 

4,7^50 

4,2i’,86 

5,04,79 

6,20,88 

3,81,40 

8,18 11 

Posts and telegraphs . 

Mint .... 

99,77 

10,73 

1,10,72 

8,39 

|l, 80,45 

2,42,92| 

3,22,34 

75,60 

4,65,36 

17,48 

Stationery and printing 

17,03 

11,61 

^ 59,04 

60,29^ 

80,08 

1,00,45 

Forests .... 

9,00 

35,46 

55,87 

84,39 

1,05,84 

1,71,33 

Ports and pilotage 


19,39 

27,25 

Scientific and miscellaneous 



56,52 

58,74 

71,51 

1,44,18 

Total 

6,ii03 

5,88,04 

20,41,20 

28,25,07 

20,68,30 

28,58,92 

VII. IHiscellaneous — 

13-9 

12-1 

28-3 

31-8 

23-1 

24-2 



Befunds, drawbacks, etc. . 

2,23,25 

2,01,02 

1,46,68 

1,78,62 

1,89,02 

2,33,58 

Miscellaneous 

1,41,46 

3,24,74 

5,43,22 

4,20,28 

6,94,61 

7,79,73 

Total 

3.64,71 

5,25,76 

6,89,90 

5,98,90 

8,83,63 

10,13,31 


8-3 

10-8 

9-6 

68 

9-8 

8-6 

Total of B as percentage . 

23*8 

25*6 

42-7 

42 8 

36-8 

38-2 

Grand total of expenditure 

44,09,83 

48,61,74 

72,08,96 

88,67,56 

89,52,07 

118,34,31 


1000 

100-0 

100-0 

100-0 

100-0 

100 0 


District Executive Officers performing magisterial functions were before 1921-22 
The increase in 1921-22 is mostly due to the inclusion of district administration which prior to 
In the “ Finance and Bevenue Accounts ” of the Government of India the working expenses 
cables, etc.) have been shown as deduction from revenue and not as expenditure. For comparative 
Includes only “ Befunds and Drawbacks Assignments and compensation have been included 
Includes superannuation and pension allowances, exchange, etc. 

Source. — Finance and Revenue Accounts of the Government of India^ Government of India Press, 




APPENDIX 


1077 


III 

Expenditure 

and Provincial) from the Fiscal Year 1861-62, classified 
of Rupees.) 


Pre-War 

year. 

1913-14 

1919-20. 

1921-22 

1926-27. 

1 929-30. 

1930-31. 1 

1931-32 

1932-33. 

1933-34. 

31,89,86 

25-6 

91,03,00 

41-2 

77,87,98 

32 6 

60,91,64 

25 4 

59,08,09 
23 9 

58,28,90 

23 2 

55,88,74 

23 4 

50,37,50 

22 1 

49,75,09 

22 2 

6,10,66 
7,29,75 
13,40,41 
10 8 

7,92,76 

10,27,52 

18,20,28 

8-2 

7,79,89 ^ 
12,84,03 
20,63,92 
8-6 

8,32,30 

12,38,06 

20,70,36 

8 7 

8,78,84 

13,07,83 

21,80,67 

8 9 

9,01,98 

13,56,61 

22,58,59 

9 0 

8,17,22 

13,44,12 

21,61,34 

9 0 

7,72,50 

12,89,05 

20,61,55 

9 0 

7,77,71 

12,90,81 

20,68,52 

9-2 

2,97,55 

1,73,88 

3,91,14 

3,18,57 

11,03,70 = 
2,25,62 

13,62,62 

3,31,92 

14,95,06 

4,31,25 

15,15,73 

4,73,57 

14,67,11 

4,03,34 

13,54,84 

3,63,04 

12,94,32 

3,51,66 

6.02,65 

3,75,78 

14,49,86 

11-7 

6,59,90 

4,37,28 

18,06,89 

82 

6,20,86 

6,53,48 

26,03,66 

10-9 

4,84,63 

6,42,24 

28,23,41 

11 8 

4,08,75 
5,90,57 
30,21,63 
12 2 

4,92,66 

6,07,52 

30,89,48 

12 3 

4,74,72 

5,63,60 

29,08,80 

12 2 

4,31,35 
5,72,55 
27,21,78-' 
11 9 

5,75,71 

4,27,18 

26,48,87 

11 8 

12,91,20 
2,27,35 
15,18.55 
12 2 

15,49,40 
13,40,85 
28,90,25 
13 0 

18,95,09 

17,01,06 

35,97,05 

15-0 

29,19,56 
19,66,12 
48 8 5,68 
20-4 

35,61,13 
19,38,54 
54,99,67 
22 3 

38,56,64 

20,17,07 

58,73,71 

23 5 

39,06,12 

23,03,40 

62,09,52 

26 0 

39,27,81 

22,29,22 

61,57,03 

27 0 

39,13,75 

16,06,09 

55,19,84 

24 5 

60 3 

70-6 

67-1 

66 3 

67 3 

68 0 

70 6 

70 0 

67 7 

4,76,52 

2,00,69 

1,50,00 

19,16 

8,46,37 

6-8 

6,86,02 

3,21,97 

1,71,01 

20,17 

11,99,17 

5-4 

9,00,24 

4,73,13 

1,33,73 

30,50 

15,37,60 

6-5 

12,10,45 

5,97,82 

1,08,65 

32,50 

19,49,42 

8 1 

1 13,58,70 
6,61,95 
59,28 
31,63 
21,11,62 
8-6 

13,79,43 

6,39,11 

35,11 

32,15 

20,85,80 

8 3 

12,82,63 

5,81,85 

29,61 

30,27 

19,24,36 

S-1 

11,82,30 

5,34,82 

9,63 

28,72 

17,55,47 

7 7 

12,04,62 

5,48,10 

4,67 

29,32 

17,86,71 

8-0 

8.29.95 
3,34,05 

10,51,51 

4.90.95 
19,90 

1,09,46 

1,76,17 

30,69 

1,51,23 

31,93,91 

25*7 

9,47,76 

4,06,24 

10,69,81 

7.13.44 
51,41 

1.91.44 
3,21,10 

46,30 

2,67,47 

40,14,97 

18-2 

9,03,39 
6,23,75 =» 
12,60,91 
10,07,69 » 
1,07,48 
2,15,72 
4,21,69 
51,71 
3,78,79 
49,71,13 
20-8 

3,71,11 
7,32,95=* 
14,16,59 
10,39,41 =» 

76.37 
1,45,70 
3,73,42 

46.37 
3,93,69 

45,96,11 

19-2 

1,95,47 
6,91,70 
1 4,85,58 

1 11,63,72 
74,20 
1,73,60 
3,69,63 
45,50 
4,84,97 
46,84,37 
19 0 

2,06,23 

6,48,56 

13,90,35 

11,71,10 

96,96 

1,76,80 

3,52,13 

41,80 

5,76,75 

46,60,68 

18-G 

1,86,02 

4,35,19 

11,38,34 

10,27,41 

76,09 

1,65,88 

2,08,54 

25,71 

4,80,28 

37,43,46 

15-7 

1,80,19 
4,67,48 
9,29,45 
10,19,29 
65,67 
1,35,74 
2,90,85 
33,16 
4,80,77 
36,02,60 
15 8 

1,74,44 

4,96,93 

9,24,14 

10,43,64 

59,31 

1,29,57 

3,26,62 

26,00 

4,89,32 

36,69,97 

16-4 

2,36,59 

6,58,67 

8,95,26 

7-2 

4,21,15 

8,58,18 

12,79,33 

5-8 

4,50,28 * 
9,02,87 ‘ 
13,53,15 
5-6 

3,07,29" 

12,25,94^ 

15,33,23 

6-4 

3,25,24 

9,34,86 

12,60,10 

5-1 

3,15,67 

9.61,75 

12,77,42 

5 1 

3,48,10 

9,85,99 

13,34,09 

5 6 

3,76,44 

10,91,32 

14,67,76 

6-5 

3,94,73 

13,09,40 

17,64,13 

7-9 

39*7 

124,34,22 

100-0 

29-4 

221,13,89 

100-0 

32-9 

239,14,49 

100-0 

239,47,85 
100 0 

32-7 

246,72,15 

100-0 

32 0 

250,74,58 
100 0 

29 4 

238,70,31 

100-0 

30-0 

228,03,69 

100-0 

32-3 

224,33,13 

100-0 


distributed between “ Land Revenue and Law and Justice • 

19‘>1~22 was directed between “ Land Revenue and Law and Justice . 

/■irrincmallv incurred upon the upkeep of establishments, conveyance of mails, maintenance of lines and 
purposes these have been added to revenue as well as expenditure, 
in cost of collection. 


Rew Delhi. 
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TABLE V 

Distribution of Expenditure 


Distribution of the Gross Expenditure chargeable against the 
Revenue of India (Central and Provincial) 


Heads of Expend itvire 

1871 72 

1891-92 

1901-02 

1911-12 

Pre-U ai 
Veai, 
1913-14 

1921-22 

1926-27 

1933-34 

A. Primary Expenditure. 

% 

O/ 

% 

% 

% 

% 


% 

I. Defence .... 

33-4 

26-5 

28 9 

26-5 

25-6 

30-6 

25-4 

22-2 

II. Law and order — 









Law and justice . 

0*9 

4-2 

4-9 

4-9 

5-0 

3-3 

3-5 

3-5 

Police .... 

4-7 

4-4 

4-5 

5-8 

5-8 

5-3 

5*2 

5-7 

Total . 

10-6 

8-6 

9-4 

10-7 

10-8 

8-6 

8-7 

92 

Ill Civil administration — 









General administration 

3-8 

2-0 

2-2 

3-3 

2-4 

4-6 

5-7 

5-8 

Cost of collection . 

10-2 

7-8 

9-1 

7-5 

7-9 

5-3 

4*7 

4-5 

Political 

0-6 

0-9 

M 

1-3 

1-4 

1-0 

1-4 

1-5 

Total . 

14-6 

10-7 

12-4 

12-1 

11-7 

10-9 

11-8 

11*8 

IV. Debt services — 









Productive . 

3-6 

6-6 

9-2 

9-9 

10-4 

7-9 

12-2 

17-4 

Unproductive . . ! 

12-2 

4-8 

3*3 

2-6 

1-8 

7-1 

8*2 

7-1 

Total . 

15-8 

11-4 

12-5 

12-5 

12-2 

15-0 

20-4 

24-5 

Total primary . 

74*4 ’ 

57-2 

63-2 

61-8 

60-3 

67-1 

66-3 

67 7 

B. Secondary Expenditure. 

V. Social- 










Education 

1-3 

1-6 

L2 

2-5 

3-7 

3-8 

5-1 

5-4 

Other social . 

1*4 

2-6 

2-7 

2-9 

3-1 

2-7 

3-0 

2-6 

Total . 

2-7 

4-2 

3-9 

5-4 

6-8 

6-5 

8-1 

8-0 

VI. Government or public un- 









dertakings . 

12-1 

31-8 

23-1 

24-2 

25-7 

20-8 

19-2 

16-4 

VII. Miscellaneous . 

10*8 

6-8 

9-8 

8-6 

7-2 

5-6 

6-4 

7-9 

Total secondary 

25-6 

42-8 

36-8 

38-2 

39’7 

32-9 

33-7 

32-3 


100-0 

100-0 

100-0 

100-0 

lOO’O 

100-0 

100-0 

100-0 
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TABLE \'I 


Increase in Expenditure 

Index Numbers of Gross Expenditure of the Governments in India 
(Central and Provincial) 


(Figures for 1871-72=100.) 
(For details see Table III) 


Heads or JXpeudi taue 






l‘iL‘ W.ir 




IS/ L <2 

JSSI S‘2 

IS'U 'tJ 

1901 02 

101 1 JJ 

Ve 11 , 
I0l;{- U 

19 Cl C2 

1920 ^27 

1933^94 

A. Primary Pxpenditui e 










I. Defence 

100 

125 

145 

159 

193 

100 

479 

375 

300 

II, Law and order — 










Law and justice 

100 

111 

12S 

151 

J97 

210 

208 

285 

200 

Police 

100 

115 

174 

182 

311 

329 

578 

558 

581 

Total 

100 

1 13 

148 

104 

240 

201 

402 

403 

403 

III Civil administration — 










General administration 

100 

84 

OS 

100 

210 

103 

004 

741 

708 

Political 

Cost 01 collection — 

100 

208 

243 

327 

400 

551 

715 

1052 

1115 

Direct 

100 

125 

150 

174 

232 

244 

252 

1 9 1 

233 

Indirect 

100 

125 

120 

153 

129 

150 

261 

250 

^71. 

Total 

100 

118 

133 

150 

202 

204 

366 

397 

373 

IV, Debt .services — 










Productive . 

100 

109 

336 

478 

083 

740 

1099 

1094 

2271 

Unproductive 

100 

SI 

72 

49 

51 

38 

285 

329 

200 

Total 

100 

8S 

131 

145 

103 

197 

408 

638 

7L8 

B. Secondary Expenditure. 

V. Social — 










Education ... 

100 

170 

225 

109 

479 

752 

1421 

1911 

1002 

Medical and sanitation 

100 

137 

177 

183 

340 

401 

945 

1 194 

1005 

Eamine 


100 1 

81 

85 

90 

90 

85 

09 

3 

Ecclesiastical 

100 

103 

102 

107 

118 

121 

193 

200 

180 

Total . 

100 

270 

289 

200 

499 

055 

1190 

151 1 

1 383 

VI. Public undertakings — 










Hallways 


100 ' 

150 

70 

78 

70 

80 

35 

17 

Irrigation . 


100 1 

139 

101 

220 

253 

472 

554 

376 

Other public works . 

TOO 

120 

147 

90 

194 

249 

209 

335 

219 

Posts and telegraphs 

100 

1 151 

204 -] 

291 

420 

443 

910 

937 

043 

Mint 

100 

901 

208 

237 

1281 

910 

707 

Stationery, etc. . 

100 

509 

510 

090 

805 

943 

J858 

I 255 

1110 

Forests 

100 

158 

238 

298 

483 

497 

1189 

1 053 

02 1 

Ports and pilotage . 
Scientific and nnscellaneous 




100 = 

141 

158 

207 

239 

134 

departments 


100' 

104 

127 

255 

208 

070 

091 

800 

Total . 

100 

347 

480 

352 

480 

543 

845 

751 

024 

VII Miscellaneous — 










Hefunds, etc. 

100 

73 

so 

94 

no 

118 

224 

153 

190 

Miscellaneous 

100 

107 

129 

214 

240 

203 

278 

377 

422 

Total 

100 

131 

114 

108 

193 

170 

257 

291 

330 

Grand total 

100 

148 

182 

184 

243 

250 

492 

403 

1 401 


* In these oases figures for 1881-82 are taken as 100. 

“ In this case figure i‘or 1901-02 is taken as 100. 

VOL. 11 2 O 
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TABLE VII 

Per Capita Expenditure allowing for Prices Changes in various 

Countries ^ 


Fiscal 

Year.' 

United 

Kingdom 

United 

States 

France - 

Italy. 

Germany, 

Japan 

India. 


£ 

£ 

£ 

£ 

£ 

£ 

£ 

1902-03 

8*3 

4*6 

4*9 

2*9 

9-1 3 

1*0 

0*5 

1912-13 

8*2 

6*8 

6-3 

4*5 

18-8 

1*8 

0*4 

1913-14 

8*2 

7-1 

6*7 

4*4 

14*1 

1*7 

0*4 

1914-15 

15*7 

75 

11*8 

6*5 

17-3 

1*9 

0*4 

1915-16 

28*7 

6*5 

17*0 

7*7 

20-9 

1-7 

0-4 

1916-17 

30*6 

68 

20-5 

8*8 

21*3 

1*5 

0*4 

1917-18 

29*8 

12*7 

17*8 

7*9 

29-7 

1*3 

0*5 

1918-19 

26*8 

18*0 

17-3 

9*5 

23*3 

1*3 

0*5 

1919-20 

lo*9 

7-9 

15*8 

5*2 

23-9 

1*2 

0*4 

1920-21 

12*4 

9*2 

12*0 

5*2 

11*5 

P6 

0*4 

1921-22 

12*8 


15*6 

1-0 

4-0 

1*4 

0*5 ■ 

1922-23 

9-8 

1 12-2 

15-9 

1-3 


1-3 

0*5 

1923-24 

10-2 

13-2 

6*0 

1-2 


1*3 

0-4 ; 

1924-25 

9*7 

12-2 

6-7 

M 

5-0 

1*4 

0-4 j 

1925-26 

11*6 

13*4 

5 9 

PO 

5 1 

1*2 

04 

1926-27 

12*6 

13*2 

5*2 

1-0 

5*4 

1*4 

0*5 1 

1927-28 

13 1 

14*4 ! 

6*0 

1-5 1 

5*8 

1*7 

0-5 

1928-29 

12*7 

14*7 

6-4 

1*2 

6*6 

1*7 

0*5 

1929-30 

1 13*3 

15*5 

7*1 

1*2 

6*5 

1-7 

0*5 

1930-31 

1 16*1 

17-7 

9'0 

1-7 

7*4 

1-8 

0*6 

1931-32 

17*7 

22*3 

9*6 1 

1-9 

5*2 

2*0 

0*6 

1932-33 

18*2 


9-1 ^ 

1*9 

5*2 

2*5 

0*6 

1933-34 

16*6 


10*9 

2*1 

4*7 

2*5 

0*7 


^ This table has been compiled with the assistance of the National Industrial Conference 
Board, New York. The figures of per capita expenditure were converted into £s sterling 
at the par rate of exchange and were then divided by the index number of wholesale prices 
for the year 100), country by country Thus in the case of the United States the 

per capita expenditure in 1925-26 was $96*41 or £19*S> The index number of wholesale 

prices was 148. The per capita figure allowing for prices w^as thus lAAl_L22 = £i 3 . 4 . 

148 

* In the case of France the fiscal year refers to calendar year the major portion of 
which falls within the fiscal years of other governments, i,e. in the fiscal year 1902-03 
the comparable fiscal year taken for France is the calendar year 1902. 

’ Fiscal year 1903-04. 

^ April to December 1932 only. 

The figures given above generally include Central, Provincial or State and Local 
Governments as far as possible. 

Source —Official publications. 
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TABLE X 

Classification of Revenue of the Governments in India, Central 
and Provincial, classified under main heads of revenue. 
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TABLE 

Classification 

Revenue of the Governments in India 
(In Thousands of Rupees 


Heads of Revenue. 

L861-62. 

L871-72. 

1881-82 

L891-92. 

L901-02. 

1911-12. 

A, Tax Revenue. 

* 






I. Direct — 

Land revenue 

Income tax 

Provincial rates . 

Tributes from States . 

19,91,80 

45-2 

2,05,47 

78,27 
22,75,54 
51 6 

20,52,03 

41-0 

82,52 

74,40 

22,08,95 

44-1 

21,94,80 
29 0 

53.68 
2,89,55 

70.69 
26,08,72 

34 5 

23,96,58 

26-9 

1.65.28 

3.50.28 
77,60 

29,89,74 

33*5 

27,39,80 
28 3 
2,05,40 
1,55,77 
87,53 
31,88,50 
32 9 

31,14,70 

25 1 

2,47,93 

82,30 

89,25 

35,34,18 

28-5 

II. Indirect — 

Opium .... 

Salt .... 

Excise .... 

Customs .... 

Stamps .... 

Registration 

6,35,93 

4,56,33 

1,78,62 

2,85,19 

1,69,32 

17,25,39 

39-2 

9,25,39 

5,96,66 

2,36,91 

2,57,60 

2,47,62 

22,64,19 

45-3 

9,86,24 

7,37,56 

3,42,73 

2.36.14 

3.38.14 
28,47 

26,69,28 

35-2 

8,01,24 

8,63,62 

5,11,73 

1,70,13 

4,26,22 

39,98 

28,12,92 

31-6 

7,27,80 

8,90,90 

6,11,50 

5.74.95 

5.16.96 
46,94 

33,69,05 

34-7 

8,94,19 

5,08,68 

11,41,46 

9,70,29 

7,22,27 

66,88 

43,03,77 

34-6 

Total tax revenue , 

40,00,93 
90 8 

44,73,14 

89-4 

52,78,00 
69 7 

58,02,66 

65-1 

65,57,55 

67-6 

78,37,95 

63 1 

B. Non-Tax Revenue. 







III. Government or public under- 
takings — 

Railways .... 
Irrigation 

Other public works 

Posts and telegraplis . 

Mint .... 

Porests 

Stationery and printing 
Scientific and miscellaneous 

58,89 

47,71 

38,07 

25,77 

1,70,44 
3 9 

26,64 

47,16 

9,20 

1,04,93 

9,62 

50,19 

2,47,74 
5 0 

10,88,55 
1,47,95 
54,68 
1,41,93 
7,06 
87,49 
5,78 
13,01 
15,46,45 
20 5 

19,93,80 

2,27,20 

57,73 

2,36,57 

21,00 

1,49,06 

8,34 

9,02 

27,02,72 

30-3 

16,08,85 

3,79,69 

32,84 

3,43,09 

83,31 

1,73,60 

9,46 

30,25 

26,61,09 

27-5 

23,83,76 

5,97,01 

49,04 

4,83,26 

55,08 

2,92,83 

14,53 

39,89 

39,15,40 

31-5 

IV. Receipts from social services— 
Education 

Public health 

4,23 

■4,23 

01 


18,93 

4,03 

22,96 

0-3 

21,17 

6,31 

27,48 

0*3 

16,35 
8,28 
24,63 
0 3 

30,84 

10,03 

40,87 

0-3 

V. Other sources — 

Interest .... 
Military receipts 

Exchange . . . - 

Superannuation . 
Idiscellaneous 

9,41 

1,12,24 

1,07,55 

2,29,20 

5-2 

36,32 

1.14.13 
1,37 

68,27 

70,05 

2.90.14 
5-6 

90,86 

4,59,93 

37,81 

1,32,49 

7,21,09 

9-5 

87,94 

1,05,26 

3,15 

36,15 

1,48,95 

3,81,45 

4*3 

1,16,80 

1,58,73 

3,82 

28,96 

1,43,23 

4,51,54 

4-6 

2.17.31 
2,01,45 

15,85 

30,22 

1.66.31 
6,31,15 

5-1 

Total non-tax revenue 

4,03,87 

9-2 

5,37,88 

10-6 

22,90,50 
30 3 

31,10,65 

34*9 

31,37,26 

32*4 

45,87,42 

36-9 

Grand total .... 

44,04,80 

100-0 

50,11,02 

100-0 

, 75,68,50 
100 0 

89,14,31 

100-0 

96,94,81 

100-0 

124,25,37 
100 0 


a Included m Land Kevenue. & Included under Miscellaneous. 

Source. — Finance and, Revenue Accounts of the Government 
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X 

OF Revenfe 


(Ce^>5tral and Provincial) classified 
and in Percentages.) 


1913-14. 

1919-20 

1921-22. 

1926-27. 

1929-30 

1930-31 

193 1-32 

1932-33 

1933-34 

32,08,74 

33,91 49 

34,87,44 

35,04,06 

33,58,20 

30,39,99 

33,13,29 

31,02,34 

30,11,57 

25-1 

17 2 

17-2 

14 8 

13-6 

1 3 3 

14 8 

1 3 6 

13 6 

2,92,54 

23,20,78 

25,11,53 

.17,47,05 

18,91,64 

17,85,23 

19,11,97 

19,65,87 

10,03,99 

27,03 

5,35 

a 

36,57 

40,62 

32,49 

43,40 

41,67 

41,53 

92,53 

93,29 

87,21 

84,90 

73,99 

(.3,60 

85,95 

74,85 

76,-24 

36,20,84 

58,10,91 

60,86,18 

53,72,58 

53,64,45 

49,21,31 

53,54,61 

51,84,73 

50,33,33 

28-3 

29 4 

30 d 

22 8 

21 7 

21 6 

-24 0 

22 7 

22 7 

2,43,73 

4,55,62 

3,07,25 

4,41,82 

3,04,10 

2,53,29 

2,07,43 

80,86 

1,58,97 

5,16,80 

5,74,79 

6,44,20 

6,72,86 

6,80,88 

6,90,52 

8,78,09 

10,38,4.6 

9,05,92 

13,34,15 

19,25,94 

17,30,12 

19,95,89 

-20,63,23 

1 6,92,85 

15,08,71 

15,00,74 

15,16,56 

11,33,73 

22,48,33 

35,36,31 

48,30,54 

52,03,67 

47, 84, -29 

47,71,77 

53,31,62 

48,55,15 

7,97,74 

10,91,18 

11,12,12 

13,43,28 

14,30,83 

12,83,1 1 

12,17,2-2 

13,11,10 

12,46,41 

77,84 

1,08,55 

1,13,86 

1,45,97 

1,37,23 

3,16,39 

1,09,73 

1,13,69 

1,12,84 

41,03,99 

64,04,41 

74,43,86 

94,30,36 

98,25,94 

88, -20, 45 

86, 02,95 

93,94,47 

87,95,85 

32 1 

32 4 

36-7 

40 0 

39 6 

38 7 

38 9 

41 2 

39 7 

77,24,83 

122,15,32 

135,30,04 

148,02,94 

151,90,39 

137,41,76 

140,47,56 

145,79,-20 

138,29,18 

CO- 4 

61-8 

66 7 

62 8 

61 3 

60 3 

02 9 

63 9 

02 4 

26,43,85 

31,96,92 

15,23,00 

34,09,33 

37,19,47 

39, 1 6,08 

:5:1,63,17 

I 33,3cS,09 

33,05, 14 

7,06,97 

8,74,93 

9,40,70(: 

1 1,15,558 

13,67,30r 

12,00, Mr 

I2,!9,89r 

1 3, 12,90 r 

1 3, 69,42 r 

44,80 

'55,49 

73,76 

85,00 

1,-28,31 

1,06,53 

1,99,13 

1 ,02,70 

1,84,24 

5,39,78 1 

9,20,62 

0,55,03r 

10,93,15e 

1 1 ,55,46e 

10,09,40r 

l(),()4,(>Or 

1 0,5 5,40 r 

10,72,626- 

50,98 1 

2,67,99 

4,37,42 

4,15,51 

2,73,09 

1,24,30 

1,78,61 

•2,30,63 

1,33,41 

3,34,48 

5,36,76 

5,83,29 

6,18,84 : 

6,12,51 

4,73,34 

;l,90,84 

3, 7 (.,53 

3,53,38 

14,01 

19,90 

22,59 

36,31 

65, -28 

68,-29 

55,76 

49,34 

45,76 

43,11 

95,23 

1,03,79 

1 ,33,04 

1,75,81 

3,13,99 

4,02,49 

4,06,35 

2, 12, ,50 

43,77,98 

59,67,84 

46,39,58 

69,06,73 

74,97,86 

74,52,07 

08,83,49 

69,62,84 

66,76,77 

34-3 

30 2 

22-9 

29 3 

30-3 

3-2 7 

30 8 

30-5 

30 2 

37,19 

48,60 

51,91 

74,33 

91,. 50 

80,68 

92,04 

93,68 

90,17 

12,05 

24,18 

28,10 

51,81 

86,84 

83,40 

99,48 

92,06 

92,57 

49,24 

72,78 

80,01 

1 ,26, 1 4 

3,78,34 

1,73,08 

1,91,52 

1,86,34 

1,91,74 

0-4 

0-4 

0 4 

'0-5 

0-7 

0 8 

0 9 

0 8 

0 9 

2,02,82 

6,58,00 

2,18,00 

6,44,23 

6,84,16 

5,78,03 

4,62,96 

4,15,36 

3,80,19 

2,05,45 

4,05,24 

8,06,94 

4,94,68 

3,98,09 

1 3,08,90 

4,12,74 

3,03,50 

5,32,62 

17,96 

b 

h 







31,02 

34,39 

57,91 

79,18 

62,97 

46,10 

40,86 

39,74 

35,65 

1,71,78 

3,95,03 

9,42,87 

5,19,87 

7,64,83 

4,08,80 

3,04,24 

2,79,85 

4,82,02 

6,29,03 

14,92,66 

20,26,62 

17,37,96 

19,10,05 

14,3-2,43 

12,-20,80 

10,98,45 

14,30,48 

4-9 

7-6 

10-0 

7-4 

7-7 

6-2 

5 4 

4 8 

6 5 

50,50,25 

75,33,28 

67,46,21 

87,70,83 

95,86,25 

90,57,58 

8-2,95,81 

82,47,63 

82,98,99 

39 6 

38 2 

33-3 

37 2 

38-7 

39-7 

37- 1 

30-1 

37 6 

127,81,08 

197,48,60 

202,76,25 

235,73,77 

247,76,64 

227,99,34 

223,43,37 

228,26,83 

221,28,17 

100 0 

100-0 

100 0 

100 0 

100-0 

100 0 

100 0 

100-0 

100-0 


c The working expenses have been included to get the figures in line with the previous year’s figures. 
of India, Government of Irulia Press, New Delhi. 
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Source — Statistical Abstracts for Bnfish India. 



Distribution of Revenu 
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Total non-tax revenue . 9-2 10-G 30 3 34 9 32 4 36 9 39-6 38 2 33-3 
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TABLE XIII 

The Burden of Taxation 
Taxation before and after the War 


(In various Countries) 


Country. 


Tax Revenue. 

Index Nos of 
tile 


Pre-War 

Year 


Increase 

Per 




Post-War 

Ymar. 

Cost of 
Living. 

Whole- 

sale 



1913-14. 

Cent. 

Prices. 

The United Kingdom — 





(1913-1 

4=100) 

National 

£ millions 

163 1 

683 4 2 

319 

141 2 

105 2 

Local ^ . . . 


92 6 

17i-9 2 

85 



Total . 

,, 

255 7 

855-3 

234 

. 


India— 







Central 

Provincial . 

Ils Crores 

} 

79 84 1 
58 44 ^ 

} 

100 ® 

95 ‘ 

Local .... 


7 17 

1 7 27 ® 

140 



Total . 

,, 

84 42 

155 55 

84 



Canada — 







Dominion . 

S millions 

127 

275 0 ^ 

117 



Provinces . 


20 ® 

92 6 

363 

143 5 

113 2 

Local .... 

,, 

50 » 

251 2 ® 

402 



Total . 

,, 

197 

618 8 

214 



Australia — 







Commonwealth 

£ millions 

16 6 

56 2 

239 



States .... 


6 3 

37 3 

492 

no 

127 

Local .... 


4-0“ 

21 6 10 

440 



Total . 

,, 

26 9 

115 1 

328 



The Union of South 







Africa — 

Union .... 

£ millions 

8 5 

16 2 

96 

115 

89 

Provinces . 


1 2 

3.7 10 

208 



Local .... 


1 1 

0 9 




Total . 


10 8 

20 8 

93 



The United States — 







Pederal 

S millions 

672 4 

1,855 2 

176 

130 

90 ^2 

State . 


306 0 

1,967 0 

542 



Local .... 


1219 8 ' 

5,124 0 

320 



Total . 

,, 

2198 2 

8,946 2 

307 



France — 







National 

Fr. millions 

3843 

36,306 0^^ 

845 

87 1' 

81 '8 

Local .... 


1350 

13,547 0 

903 



Total . 


5193 

49,853 0 

860 



Germany — 







National . . ^ | 

Gold marks 
millions 

j4730 

6634 12 

40 

135 '2 

119 ^2 

Japan — 






National 

Y'en millions 

369 5 

974 3 ® 

164 

135 ^ 

116 2 

Local .... 


178 5 

856 5 20 

380 



Total . 


548 0 

1830-8 

234 



Switzerland — 







Federal 

Fr. millions 

84-1 

396 0 21 

371 



Cantonal 


102-4 

299 4 21 

192 

138 '21 

96 21 

Local .... 


92-0 

258 6 21 

181 



Total . 


278-5 

954-0 

243 




^ Revenue from tolls, dues, and duties (excludes Government contributions). 

“ 1934-35. ^ Board of Trade Index for 1934-35. 

^ 1933-34. 5 1931-32 

« Yearly average for 1933-34 of the Bombay Cost of Living Index. 

~ Yearly average of the Bombay and Calcutta Index for 1933-34 
s 1915-16. The total receipts in 1915-16 were nearly equal to those in 1913-14. 

^ Half of the tax revenue for 19 19-20 has been taken, as exact figures were not available 
1932-33. 

A third of the figures for 1920-21 has been taken, as exact figures were not available. 
1931. 1913 

Taxation and National Income — Bulletin No. 55 of the National Industrial Con- 
ference Board — New York, U.S.A. “ 1933. 2930 

Average for 1933. Base 1930 = 100. 1 ® Average for 1933, 

1930-31. 20 1929-30. n 1932, 
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TABLE XIV 

The Burden of Taxation 
Per Capita Taxation before and after the War 
(In various Countries) 




Taxation per Head. 


Currency 

Pre-War Years. 

Post-War Years 

1 

Country. 

of 









Country. 

In 




In 







Currency 


In 


Currency 


In 




of 

Sterling " 

of 

Sterlincr." 



Country 




Country. 




The United Kingdom — 



£ 

s. 

d 


£ 

s 

d. 

National .... 

£ 

3 55 

3 

U 

0 

1 5 05 

15 

j 

0 

Local 

,, 

2 01 

o 

0 

2 

3-78 

3 

15 


Total 

,, 

5 56 

5 

11 

2 

18 83 

18 

16 

7 

India — 










Central . . I 

Provincial . j 

Kupees 

3 12 

0 

4 

2 

r 2 9 
) 0 o 

0 

0 

4 

3 

5 

3 

Local 

,, 

0 30 

0 

0 

5 

0 6 

0 

0 

n 

Total 

,, 

3 42 

0 

4 

7 

5-7 

0 

8 

7 

Canada — 










Dominion 

Dollars 

16-6 

3 

8 

2 

26-51 

5 

17 

0 

Provinces 

,, 

3 0 

0 

12 

5 

8 93 

1 

19 

10 

Local 

,, 

6 9 

1 

8 

5 

24 21 

5 

8 

0 

Total 

„ 

26-5 

5 

9 

0 

59 05 

13 

4 

10 

Australia — 










Commonwealth 

£ 

3-4 

3 

8 

0 

8 61 

6 

17 

5 

States 

,, 

1-3 

1 

6 

0 

5 72 

4 

11 

2 

Local .... 

,, 

0 9 

0 

18 

0 

3 31 

2 

12 

7 

Total 

,, 

5 6 

5 

12 

0 

17 64 

14 

1 

2 

The Union of South Africa — 










Union 

£ 

1 45 

1 

9 

0 

1 99 

2 

10 

7 

Provinces 


0 24 

0 

4 

9 

0 45 

0 

11 

6 

Local 

,, 

0 20 

0 

4 

0 

0 11 

0 

2 

10 

Total 


1 89 

1 

17 

9 

2-55 

3 

4 

11 

The United States of 










America — 

Federal .... 

Dollars 

6-30 

1 

7 

11 

15 11 

4 

8 

10 

States 


2-80 

0 

11 

7 

16-02 

4 

12 

2 

Local 


n-17 

2 

6 

0 

41 74 

12 


7 

Total 


20-27 

4 

5 

6 

72 87 

21 

6 

7 

France — 










National .... 

Francs 

84-5 

3 

7 

0 

867 8 

10 

5 

2 

Local .... 


34-1 

1 

7 

0 

323-8 

2 

12 

2 

Total 

,, 

118-6 

4 

14 

0 

1191-0 

12 

17 

4 

Germany — 










National .... 

Gold marks 

31-3 

1 

10 

8 

102-66 

5 

0 

5 

Japan — 










National .... 

Yen 

6-93 

0 

14 

2 

15 12 

1 

12 

7 

Local .... 


3-34 

0 

6 

9 

13-29 

1 

7 

2 

Total 


10-27 

1 

0 

11 

28-41 


19 

9 

Switzerland — 










Federal .... 

Francs 

21-5 

0 

17 

0 

97-39 

5 

7 

0 

Cantonal .... 


26-2 

1 

0 

7 

73-63 

4 

1 

0 

Local .... 

,, 

23-7 

1 

6 

7 

63-60 

3 

10 

0 

Total 

” 

71-4 

3 

4 

2 

234 62 

12 

18 

0 


. have been arrived at from the tax revenue of various countries 

given in Table XIIX. 

^ For the years please refer to the footnotes to Table XIII. 

= The various currencies for the pre-war years have been converted into sterling at 
par ot exchange, e.g. 4-867-£l or 25-225 Fr. = £l ; for the post-war years at the current 
rate of exchange. 
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TABLE XV 

The Burden of Taxation 

Per Capita Taxation in various Countries allowing for Prices i 


Fiscal 

year." 

United 

Kingdom. 

United 

States. 

France. 

Italy. 

Germany 

Japan. 

India. 


£ 

£ 

£ 

£ 

£ 

£ 

£ i 

1902-03 

4-8 

3-6 

3-4 

2-0 

2-4 ^ 

0-6 

0-3 

1912-13 

5-4 

4*7 

4-4 

2-5 

3-8 

M 

0-3 1 

1913 -U 

5-6 

4-7 

4-6 

2-5 

4-0 

1-2 

03 I 

1914-15 

5-9 

4-9 

3-9 

2-1 

4-1 

1-2 

0-2 

1915-16 

6-4 

4-5 

2-7 

1-8 

2-6 

M 

0-3 i 

1916-17 

7-9 

4-0 

2-4 

1-8 

2-7 

1-0 

0-3 

1917-18 

7-3 

6-4 

2-1 

1-4 

5*0 

0*8 

0*3 

1918-19 

8-6 

6-5 

1-8 

1-6 

4-2 

0-9 

0-3 

1919-20 

9-2 

7-1 

2-6 

1-5 

3-9 

0-9 

0-2 

1920-21 

9*5 

8*3 

3-1 

1-6 

4-0 

M 

0-3 

1921-22 

11*4 

9-3 

5-0 

0-7 

2-9 

0*7 

0-2 

1922-23 

10*4 

8-6 

4-9 

0-6 


0-8 

0-2 

1923-24 

9-2 

9-4 

5*4 

0-6 


M 

0-2 

1924-25 

9*2 

8-8 

5*6 

0-7 

i'l 

0-9 

0-3 

1925-26 

9-6 

10-7 

5-3 

0-7 

3-7 

0-7 

0-3 

1926-27 

9*8 

11-6 

4-3 

0-6 

3-8 

0-7 

0*3 i 

1927-28 

10-8 

12 v 4 

5-5 

0-8 

4 5 

0-8 

0-3 ! 

1928-29 

10-7 

11-5 

5*7 

0-9 

5-0 

0-8 

0-3 ! 

1929-30 

10-8 

12*5 

6-1 

0-9 

6-0 

0-9 

0-3 

1930-31 

12-8 

12-1 

7-0 

1-2 

6-9 

1-0 

0-4 

1931-32 

15-3 

15-4 

8-1 

1-3 


1-0 

0-4 

1932-33 

15-5 


8-7 

1-4 

s-b 

0-9 

0-4 


^ Because of the paucity of sufficiently comparable data, no attempt has been made 
to take cognisance of the price changes prior to the World War, internal purchasing 
power was considered more or less stationary, with changes deemed relatively insignificant 
for the general purposes at hand. The figures for each year were divided by the index 
number of wholesale prices in each country in the same period in order to arrive at pounds 
of pre-War purchasing power. See footnote 1 to Table VII 

^ In the case of France, the fiscal year refers to the calendar year, the major portion 
of which falls within the fiscal years of other governments, i.e. m the fiscal year 1902-03 ; 
the comparable fiscal year taken for France is 1902. 

^ Fiscal year 1903-04. 

The above figures generally include Central, Provincial or State and Local Governments 
as far as possible. The conversions from one currency to another have been at par of 
exchange. 




TABLE XVI 


The Burden of Taxation Taxation and National Income. 
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1 . Fisk, Bankers’ Trust Conipany, N.Y., 1922). 



1096 


THE SCIENCE OF PUBLIC FINANCE 


TABLE XVII 
The Burden of Taxation 
Taxation in India 
(For details see Tables X. and XI ) 


Year 

Taxation 

Per Capita Taxation. 

Central and 
Provincial 

Local 

Total 

Central and 
Provincial 

Local 

Total 


1000 Rs 

1000 Rs 

1000 Rs 

Rs. 


Rs 

1891-92 

58,02.61 

4,00,03 

62,02,64 

2-9 

0 2 

3 1 

1901-02 

65,57,55 

5,56,00 

71,13,55 

2 8 

0 2 

3 0 

1911-12 

78,37,96 

7,36,99 

85,74,95 

3-2 

0 3 

3-5 

1913-14 

77,24,82 

8,47,62 

85,72,44 

3 2 

0 3 

3 5 

1914-15 

75,24,20 

8,78,01 

84,02,21 

3 1 

0 4 

3 5 

1915-16 

76,18,79 

9,19,40 

85,38,19 

3-1 

0 4 

3 5 

1916-17 

87,95,49 

9,64,48 

97,59,97 

3 6 

0-4 

4-0 

1917-18 

96,86,03 

9,94,80 

106,80,83 

3 9 

0 4 

4 3 

1918-19 

100,96,14 

10,52,97 

111,49,11 

4 1 

0 4 

4 5 

1919-20 

122,15,32 

11,16,79 

133,32,11 

4 9 

0 5 

5-4 

1920-21 

129,85,38 

11,63,43 

141,48,81 

5-3 

0 5 

5 8 

1921-22 

135,30,04 

12,63,26 

147,93,30 

5 5 

0-5 

6 0 

1922-23 

145,15,60 

13,96,04 

159,05.64 

5 9 

0 5 

6 4 

1923-24 

145,41,53 

14,73,42 

160,14,95 

5 9 

0 6 

6 5 

1924-25 

149,58,93 

1 5,66,65 

165,25,58 

6 0 

0-6 

6 6 

1925-26 

149,69,34 

16,13,93 

165,83,27 

6 0 

0 7 

6 7 

1926-27 

148,00,94 

16,58,68 

1 64,59,62 

6 0 

0 7 

6 7 

1 927-28 

149,28,74 

16,80,10 

160,08,84 

6 0 

0 7 

6 7 

1928-29 

149,94,97 

17,20,86 

167,15,83 

6 1 

0 7 

6 8 

1929-30 

151,00,39 

17,59,05 

169,40,44 

6 1. 

0 7 

6 8 

1930-31 

137,41,76 

17,65,24 

155,07,00 

5 6 

0 7 

0 3 

1931-32 

140,47,56 

17,26,67 

157,74,23 

5 2 

0-0 

5 8 

1932-33 

145,79,20 

1 


5 4 


1 

1933-34 

138,29,18 

1 


5 1 

1 

1 


* Not available. 


The Reforms introduced in 1921-22 have given Provincial Governments greater 
financial independence. It is advisable, therefore, to show the data for provinces 
separately 


Year. 

Taxation. 

Per Capita Taxation. 

Central. 

Pro- 

vincial, 

Local. 

Total. 

Central. 

Pro- 

vincial. 

Local 

Total 


1000 Rs. 

1000 Rs. 

1000 Rs. 

1000 Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

] 921—22 

68,57,06 

66,72,96 

12,63,26 

147,93,30 

2-8 

2 7 

0 5 

6 d 

1922-23 

78,33,43 

66,82,17 

13,96,04 

159,05;64 

3-2 

2-7 

0 5 

6 4 

1 923-24 

77,29,34 

68,12,14 

14,73,42 

160,14,95 

3 2 

2-7 

0-6 

6 5 

1924-25 

79,69,58 

69,89.35 

15,66,65 

165,25,98 

3-2 

2-8 

0-6 

6 6 

1925-26 

78,72,63 

70,96,71 

16,13,93 

165,83,27 

3 2 

2 8 

0-7 

6-7 

1926-27 

78,53,33 

69,47,61 

16,.58,68 

164,59,62 

3 2 

2-8 

0-7 

6-7 

1 927-28 

78,50,10 

70,78,64 

16,80,10 

166,08,84 

3 2 

2 8 

0-7 

6-7 

1 928-29 

81,50,32 

68,44,65 

17,20,86 

167,15,83 

1 3 o 

2 8 

0 7 

6 8 

1929-30 

82,41,89 

09,48,50 

17,59,05 

169,49,44 

33 

2-8 

0-7 

6 8 

1930-31 

76,57,15 

60,84,61 

17,65,24 

155,07,00 

3-1 

2 5 

0-7 

6-3 

1931-32 

79,44,22 

61,03,34 

17,26,67 

157,74;23 

2 9 

2-3 

0-6 

5 8 

1932-33 

85,76,67 

60,02,53 

1 

1 

3 2 

2 2 


1 

1933-34 

79,84,33 

58,44,85 

‘ 

1 

2 9 

2 2 

1 



Not available. 
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TABLE XX 


Tlie Public Debt of India. 



TABLE XX. — The Publio Debt op India 
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Source . — Statistical Year Book of the League of NatiotiSy 1934-35, Geneva, 1935. 
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TABLE XXII 

Ratio of Debt to Ordinary Revenue 


Countries. 

Pre-War Year, 
1913-14. 

Post- War Year, 
1933-34. 

Great Britain 

3-6 

9-9 

India 

3-6 

5-4 

Canada 

21 

9-7 

Australia .... 

62 

12*5 

New Zealand 

8-2 

14-1 

South Africa 

7-9 

6-9 

The U.S.A 

1-6 

4-4 

France 

G-9 

5-1 

Italy 

5-1 

6-2 

Belgium .... 

4-6 

5-3 

Japan 

4*6 

5-6 

Germany .... 

2-0 

2T 

Spain 

7*0 

5-5 

Austria 

1-4 

L8 

Portugal .... 

7-4 

3-7 

Denmark .... 

2-7 

3-1 

Sweden 

1*5 

3-0 

Norway 

1*1 

4*4 

Greece 

5*2 

4-8 

Holland 

5-0 

5-5 

Switzerland .... 

3-8 

5-3 


Source — Official publications. 
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TABLE XXIII 

The Bhkden of Debt 

Propobtioh of Expenditure on Debt Services to Total 
Ordinary Expenditure 


Country. 

Pre-War Year, 
1913-14. 

Post-War Year, 
1933-34 

Percentages. 

Great Britain 

12*2 

28-8 

India ^ 

12-2 

27-0 

Canada - . . 

10*9 

24 6 

Australia ^ . 


27-5 

New Zealand 

23-5 

55-4 

South Africa 

38-8 

36-0 

The United States ^ 

3-2 

12-4 

France ... 

13-5 

21-6 

Germany .... 

7-3 

10-4 

Belgium 

27*1 

24-6 

Japan 

36-9 

16-4 

Austria 

Not available 

14-0 

Spain 

29-0 

22*7 

Sweden 

8-4 

13-4 

Norw^ay 

12-5 

32-5 

Switzerland .... 

8-9 

19-6 

Netherlands .... 

16*4 

13-6 


^ Central and Provincial. 

“ Dominion and Provinces. 

“ Commonwealth and States. 

Federal. 

Source, — Statistical Tear Booh of the League of Nations, 1934-35 (Geneva, 
1935), and other official publications. 
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TABLE XXIV 

PAYMEi^TS DUE ANNUALLY BY GrEAT BRITAIN ON ACCOUNT OF DeET 
TO THE United States 


(In Dollars — 000,000 omitted.) 


Year. 

Principal 

Interest. 

Total. 

1923 

23‘0 

138 0 

161-0 

1924 

23-0 

137 3 

lGO-3 

1925 

24‘0 

1 130-6 

160-6 

]926 

25-0 

1 135 9 

160-9 

1927 

25-0 

135-2 

160-2 

1928 

27 0 

134 4 

161-4 

1929 

27 0 

133 6 

160-6 

1930 

28-0 

132 8 

160 8 

1931 

28 0 

131 9 

159-9 

1932 

30 0 

131 1 

161-1 

1933 

32 0 

151 9 

183-9 

1934 

32 0 

150 S 

182-8 

1935 

32 0 

149-7 

181-7 

1936 

32-0 

148-5 

180-5 

1937 

37 0 

147-4 

184-4 

1938 

37-0 

146 1 

183-1 

1939 

37-0 

144-8 

181-8 

1940 

42 0 

143-5 

185-5 

1941 

42-0 

142 1 

184-1 

1942 

42-0 

140-6 

182-6 

1943 

42 0 

139-1 

181-1 

1944 

46-0 

137-7 

183-7 

1945 

46 0 

136-0 

182-0 

1046 

46-0 

134-4 

180-4 

1947 

51-0 

132-8 

183-8 

1948 

51-0 

131-0 

382-0 

1949 

51 0 

129-3 

180-3 

1950 

53 0 

127 5 

180-5 

1951 

55 0 

125-6 

180-6 

1952 

57-0 

123-7 

180-7 

1953 

60-0 

121-7 

181-7 


Year. 

Principal. 

Interest. 

Total. 

1954 

64 0 

119 6 

183-6 

1955 

64 0 

117 4 

181-4 

1956 

64 0 

115 1 

179-1 

1957 

67 0 

112 9 

179-9 

1958 

70-0 

110 5 

180 5 

1959 

72 0 

108 1 

180-1 

1960 

74 0 

105 6 

179-6 

1961 

78 0 

103 0 

181-0 

1962 

78 0 

100 2 

178 2 

1963 

83-0 

97-5 

180-5 

1964 

85 0 

94-6 

179 6 

1965 

89 0 

91 6 

180 6 

1966 

94-0 

88 5 

182-5 

1967 

96-0 

85-2 

181-2 

1968 

100-0 

81 9 

181-9 

1969 

105-0 

78-4 

183-4 

1970 

110 0 

74-7 

184-7 

1971 

114-0 

70-S 

184-8 

1972 

119 0 

66-8 

185 8 

1973 

123 0 

62-7 

185-7 

1974 

127-0 

58-4 

185-4 

1975 

132 0 

53-9 

185 9 

1976 

136 0 

49-3 

185-3 

1977 

141-0 

44-6 

185-6 

1978 

146-0 

39-6 

185-6 

1979 

3 51-0 

34 5 

185 5 

1980 

156 0 

29-2 

185-2 

1981 

162-0 

23-8 

185-8 

1982 

167 0 

38-1 

185-1 

1983 

175 0 

12-2 

187-2 

1984 

175-0 

6 1 

181-1 

Total . 

4,600-0 

6,505 8 

11,105-8 




TABLE XXV 
Cost of the War 

The Cost of the War-E«tike Pebiob coveriko the Si. Fiscao Years, 1914 to 1919 Inoeosivk 

(In Poimds--000,000 omitted.) 
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Abacus, 943 

Abatements, British income tax and, 
442, 444-45, 488-90 ; graduation 
by, 484 ; Indian income tax and, 
465-66 ; on insurance premiums, 
491 ; principles of, 491 
Ability, or faculty theory of, sub- 
jective and objective, as measure 
of taxation, 305-6, 309 
Absolute taxable capacity, definition 
of, 228 ; examples of, 227 ; in 
Great Britain, 252 ; of British 
India, 253 ; percentage of, m 
Great Britain and India, 254 
Absorption theory of incidence same as 
difiusion theory, 345-48 
Abul Bazl, 411 

Accountant and Comptroller-General 
of Customs and Excise, 1026 
Accountant-General, 81, 961 ; pre- 
paration of two budgets by, 962 
Accounting Office, establishment of, 
1021 ; powers of, 1022 
Accounting Officer, duties of, 1039 
Accounts, advantages of double entry 
system of, 1036 ; appropriation, 
1038 ; audit of, 1045 ; costing 
system of, 1037 ; essentials of 
classification of, 1037 ; main 
objects of, 1037-38 ; method of 
keeping, in Erance and other 
countries, 95, 1037 

Accruals, system of accounting by, 967 
Acworth Committee, arguments of, for 
and against State management of 
railways, 725-26 ; on manage- 
ment of Indian railways, 140-41, 
725-26. See also Bailways 
Adam, the carpenter, 945 
Adams, H. C., classification of public 
expenditure by, 87-88 ; classifica- 
tion of public revenue by, 205-6 ; 
on accruals, 967 ; on corporation 
tax, 594 ; on deficiency bills, 971 ; 


on meeting war expenditure, 790, 
908 ; on mines, 716 ; on post- 
office, 720 ; place of his work in 
financial literature, 30 
Adams, John, President, cited, 715 ; 

veto power and, 1013 
Adams, John Quincy, President, veto 
power and, 1013 

Addington, Lord, introduction of 
schedules of income tax in Great 
Britain by, 442 

Administration, advantages of cen- 
tralised, 149 ; civil, cost of, 100- 
101 ; cost of collecting direct and 
indirect taxes is to be included 
under, 101 ; expenditure in India 
011,1076-77 ; general, expenditure 
in India on, 1076-77. See also 
Financial Administration 
Administrative audit, advantages of, 
1048 

Administrative control, 1016 ; scope 
of, 1041 

Admission, tax on, 687 
Ad valor eyn duties, advantages and 
disadvantages of, 627, 630 ; defini- 
tion of, 627 ; difficulty of valua- 
tion for, 627 ; distinguished from 
specific duty, 627, 629 ; successful 
operation of, in India, 628 
Agent-General for Reparations, 840 
Aggregate sacrifice, as theory in the 
distribution of the burden of 
taxation, 307-9 ; distribution of 
taxation and, 308 ; factors under- 
lying, 309 ; incomes and, 308 
Agricultural estate, death duties and, 
529-30 

Agricultural income, of British India, 
242-48 ; taxation of, 405 
Agricultural land, taxation of, 242-46 
Agricultural profits, taxation of, 406 
Agricultural property, death duties 
and, 529 
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Agriculturalists and protective duties, 
623-24 

Ahmedabad, 156 ; hoards in, 783 
x4kbar, land revenue administration 
of, 410 

Alabama, quadrennial period in, 964 ; 
repudiation in, 788 

Alcavala, equivalent of sales tax in 
Spam, 608 

Alcazar de Arriaga, who propounded 
the single xklcavala, 331 
Alcoholic drink, duties on, 657 
Alexander the Great, plundering by, 
783 

Algeria, Bank of, advances by the, 921 
x411en, B^alph, of Bath, development of 
cross-country posts by, 719 
Allied and x4ssociated Powers, cost of 
War, 1106 

Allix, contribution to public finance by, 
35 

xMlowances, income tax and family, 
444-45, 488-90 ; equal sacrifice 
and, 306 

Amortisation, theory of, 337 
Amusement tax, 284, 684-87 
Andreades, contribution to public 
fi.nance, 39 

Andi’eae, contribution to public fin- 
ance, 34 

Angell, Norman, on German depres- 
sion, 837 

Annual land tax, 398 
Annual rental, as basis of land taxa- 
tion, 743-44 

Annuities, borrowing upon, 774 ; 

method of repaying debt, 852 
Anson, on absence of regular state- 
ment, 950 ; on initiation of 
money grants by Commons, 1007 ; 
on royal warrant, 1013 ; on 
standing order, 979 
Apportioned tax, 390, 427 
Appropriation accounts, 1038 
Appropriation Act, 983 ; absence of, 
in India, 963, 992 ; presentation 
and procedure regarding, 985-86 
and note 

Appropriation audit, 942, 1047 
Appropriation Committee in U.S.A., 
998, 1000 ; First, 1047 
Appropriation Report, 1044 
Arabic numerals, 943 and note 
Area of various countries, 1071 
Argentine, pubhc debt of, 1098 
Aristotle, cited, 25 ; contribution to 


public finance, 15 ; on electorate, 
114 

Armaments, expenditure for the main- 
tenance of, 97 

iVrmy, abolition of purchase of com- 
missions in, 1013 

Arthur, President, veto power and, 
1013 

Asquith, Mr., Budget of 1907 and, 124 
xAssam, land revenue settlement in, 
414 ; poll tax m, 587 
Assessment, British income tax, basis 
of, 497 ; collection of, 454-57 ; 
methods of, 498-500 ; money in- 
come and, 480 ; principles of, 
498-500 ; schedules of, 490-91 ; 
Indian income tax and, 465-66 ; 
and land revenue in temporary 
settlement, 413-14 ; rates of, 414 
x4ssessment, special, compared with 
fees, 203, 261 ; Sehgman on the 
characteristics of, 203 ; source of 
local revenue, 743 

Assessment, Triple, 439, 440, 477, 484, 
523, 589 

Assignats, 913 ; history of, 916-17 ; 
statistics showing the history of 
French, 914 

Association, National Tax, 431, 548, 
595, 598 

Astor, John Jacob, cited, 591 
Athens, 14 ; hoards in, 783 
Atticus, Herodes, cited, 784 
Audit, definition of, 4-5, 1016, 1045 ; 
early history and growth of, 
1045-47; in XJ.S.A., 1021-22; 
objects of, 1048 ; report, 1048 
Audit Board, 1018, 1047 
Auditor-General, essentials of an ideal, 
1049 ; functions of, 1048 ; im- 
portance of, 1049 

Augustus, on inheritance tax, 523 ; 
on land tax, 396 ; on sales tax, 
607 

Aurangzeb, system of land revenue 
settlement under, 410 
Australasia, land tax in, 400 
Australia, alienation in, 401 ; amuse- 
ment tax in, 684-87 ; central 
bank, State-owned, 1056 ; Com- 
monwealth of, area, population, 
etc., 1071 ; and States debts, 932; 
conversion of internal debt in, 
933; cost of War, 1106 ; customs 
duties in, 638-39 ; death duties in, 
564-65 ; direct and indirect taxa- 
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tion in, 1097 ; distribution of 
revenue in, 266-67 ; excess profits 
tax in, 603 ; excise duty in, 660 ; 
income tax in, 459-60 ; land tax 
in, 400-401 ; large amount of 
foreign loan in, 931 ; loan council 
m, operation of, 153, 267, 293, 
931, 932 ; old age pensions in, 
124 ; posts, telegraphs, telephones 
in, revenue from, 721 ; powers of 
chambers m, 1009 ; proportion of 
expenditure to national income 
in, 1083 ; public debt in : analysis 
of, 1102, Commonwealth and 
States, 932, growth of, 1098, 
history of, 930-33, per capita, 931, 
ratio of, to revenue, 1103, ser- 
vices, 1104, unproductiveness of, 
931 ; railways in, fiscal results of, 
723 ; reduction in government 
expenditure in, 932 ; sales tax in, 
671 ; taxable capacity in, 257 , 
taxation, and national income, 
1095, before and after the War, 
1090, per capita:, 1091 ; taxation 
of land values in, 401 ; veto 
power in, 1012 ; South; taxation 
of unimproved land values in, 401 
Austria, area, population, etc., 1071 ; 
capital levy in, 869 ; cost of War 
in, 1106 ; land tax in, 407 ; loan 
received by, 824 ; octroi in, 670 , 
public debt of ; growth of, 1098, 
services, 1104, ratio of, to revenue, 
1103 

Authorities, customs, duties of, 631-32 
Authorities, Public, definition of, 3 
Auxiliary Committee on the need of 
primary education in India, 109 
Avebury, Lord, diffusion theory of 
taxation, 335, 345 

Bachelors, income tax and, 306, 474 
Bacon, cited, 59, 535, 584 
Bagdad, 784 

Bagehot, Adam Smith, characterised 
as one of the most unbusiness -like 
of men, 25 ; on ministerial re- 
sponsibility for money bills, 1001- 
1003 

Bahamas, fees in, 577 
Balfour Note, connexion between 
reparations and War debts by, 831, 
835 

Bank, Central. See Central Bank 
Bank credits, causes for the recourse 


to, 795 ; effects of creating, 795, 
798 : finance by, 794 ; general 
conclusions regarding, 795 ; in- 
feriority to taxation, 795 ; poorer 
classes and, 795 

Bank of Algeria, advances by, 921-22 
Bank of England, as authority for 
management of currency, 1051 ; 
consultation and co-operation be- 
tween, and the Treasury, 1054- 
1055 ; credit control by, 1061 ; 
day - to - day policy of, 1062 ; 
Deputy-Governor of, on Govern- 
ment and, 1055 ; duty of receiving 
public money by, 1020, 1025 ; 
foreign exchange and, 1063 ; 
Governor of, on State inter- 
ference, 1056 ; Governor and 
Deputy -Govern or of, aue ex-officio 
members, 1052 ; importance of, 
as a central bank, 1051-52 ; joint- 
stock banks and, 1061 ; keeping 
of public moneys by, 1029 : 
management of monetary system 
by, means of, 1062-63 ; open- 
market transactions of, 1062 ; 
origin of public debt, by the 
advances of, 884 ; part played by, 
in spending public moneys, 1031- 
1035 ; restrictions on, 1060 note 
Bank of Erance, advances by, 921-22 ; 
as a central bank, 1051 ; dis- 
advantages resulted in 1923 and 
1925 by State interference, 1056 ; 
Napoleon on, 1029 

Bank of International Settlements, 
advantages of, 1067-68 ; diffi- 
culties of, 1067-68 ; functions of, 
1066 ; object of the creation of, 
1066 ; origin of, 1066 ; limita- 
tions on, 1055, 1067-68 
Bank rate, a method of controlling 
credit, 1061 

Barbados, estate duty in, levied by the 
Estate Duty and Absentees Act 
of 1895, 577 
Barnes, 958 

Bastahle, economics and finance, 7 ; 
on capital and revenue expendi- 
ture, 160-61 ; on classification of 
public revenue, 205 ; on direct 
and indirect tax, 209 ; on non- 
economic expenditure from in- 
come, 160 ; on proportional taxa- 
tion, 309 ; place of his work in 
financial literature, 29 
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countries by, 775 

Bearer bonds, incidence of duty on, 
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Beaumont, Moreau De, Adam Smith’s 
indebtedness to, 214 
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Belet, Michael, audit by, 1045 
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cost of War, 1106; debt in: 
analysis of, 1102, expenditure on, 
services, 1104, growth of, 1098, 
ratio to revenue, 1103 ; extra- 
ordinary budgets in, 972 ; octroi 
m, 672 ; sales tax in, 618 ; 
succession duty in, 522 
Benefic'al rates, 734 
Beneficiaries, tax on, 524 
Benefit, as canon of expenditure, 77- 
78 ; as measure of taxation, 304 
Bengal, amusement tax in, 685 ; land 
revenue settlement in, 412, 419 
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of least aggregate sacrifice, 308 
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Berlin, municipal constitution of, 764 
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Enghsh board of education, 109 
Bihar and Orissa, land revenue settle- 
ment in, 412, 414, 419 
Bismarck and the budget, 1014 
Board, National Industrial Conference, 
31 ; of audit, 1018, abolition of, 
1047 ; of customs and excise 
(Australia) and bettmg tax, 682- 
683, 952 ; of Governors of the 
Bederal Reserve, 1052 note, 1058 
note ; of Inland Revenue and 
Rignano’s scheme, 549, on capital 
levy, 865, presentation of esti- 
mates by, 952 
Bodin, cited, 15 
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finance, 16, 17 

Bombay, agricultural wages and the 
value of agricultural products in, 
407-9 ; amusement tax in, 685 ; 
entertainment tax in, 271 ; land 
revenue settlement of, 413, 416 ; 
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of land m talukas of, 418 
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Bonds, definition of, 774 ; tax on, 283 
Bonus shares, tax on, 481, 483 
Booth, Charles, on old age pensions, 
132 

Borah, Baharaj, cited, 783 
Borrowing, limits of, 7 87 ; peculiarities 
of, 787-89 ; restrictions on, 11, 
204 ; theory of governmental, 
159. See also Debt and Public 
Debt 

Bougette, 940. See Budget 
Bounties, 357, import duties and, 
624-25 

Bowdey, estimates of national income 
by, 239, 242, 700 ; method of 
calculating national income, 237- 
238 

Brazil, growth of debt in, 1098 
Brougham, Lord, on education, 114 
Brums, Professor, on double taxation, 
321 

Brussels Pinancial Conference, on the 
creation of a central bank, 1059 ; 
on the distinction between produc- 
tive and unproductive expendi- 
tures, 189 ; on the government, 
187 

Bryce, Lord, on Henry Sidgwick, 536 ; 

on veto in U.S.A., 1013 
Buccleuch, Duke of, and Adam Smith, 
19 

Buchanan, President, veto power and, 
1013 

Budget, annual voting of the whole, 
1004 ; characteristics of a, 968- 
969 ; contents of, 968 ; defini- 
tion of, 937-38, 939-40 ; director 
of, in D.S.A., 957, 1000 ; early 
adoption of the term, 937 ; 
effects of the monsoon on, 962 ; 
execution of the, 1016 ; extra- 
ordinary, 972-73 ; facts that can- 
not be shown by a, 940 ; Gin- 
wala’s criticism on Indian, 6 ; 
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in the Dommions, 990, in Prance, 
995-96, in Germany, 996-98, in 
Great Britain, 977-89, in India, 
990-95, in the United States, 998- 
1001 ; minister of, m Prance, 
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tion of, 951, in Prance, 952, in 
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Britain, 951-52, in India, 960-64, 
m the United States, 955-60 ; 
publications of, in various coun- 
tries, 975-76 ; reappropriations 
m, 1009-11 ; refusal to vote, 
1012-13 ; recjuisites of, 968-69 ; 
scrutiny of, 11-12, 765 ; separa- 
tion of railway, 725-26, 729-31 ; 
supplementary, 969-71 
Building land, taxation of, 738 
Building rent, incidence of a tax on, 
367-68 

Bulgaria, area, population, etc., 1071 ; 
central bank in. State-owned, 
1056 ; cost of War, 1106 ; debt, 
growth of, 1098 ; land tax in, 407 
Burden of taxation. See Taxation 
Bureau of the Budget in U.S.A., 957 
Buren, Van, President, veto power 
and, 1013 

Burke, on independence of Parliament, 
1017-18 

Burma, betting tax in, 685 ; poll tax 
in, 586-87 

Business tax, 607, 750, 1097 
Business Undertaking by Government, 
expenditure on, 1076-77; revenue 
from, 1086-87 

Buxton, Sydney, on postal system, 719 

Cadastre, 390 ; in India, 416 
Calendar year, in regard to budget, 965 
California, budgetary procedure in, 
956 

Cambon, consolidation of French debt 
by, 916 

Camouflaged loans, 913 
Canada, amusement tax in, 685 ; 
central bank in, 1051 ; charac- 
teristics of revenue distribution 
in, 265-66 ; corporation tax in, 
593 ; cost of War, 1106 ; customs 
duty in, 636-38 ; debt ; analysis 
of, 1102, expenditure on, ser- 
vices, 1104, growth of, 1098, 
ratio to revenue, 1103 ; distribu- 
tion of public revenue and sources 
of revenue for federal and pro- 
vincial governments, 263-64 ; 
dominion : area, population, etc., 
1071 ; excise tarih in, 660 ; ex- 
penditure for education in, 110 ; 
expenditure and national income, 
1093 ; income tax in, 458-59 ; 
inheritance tax in, 563 ; land tax 
in, 403 ; posts, telegraphs, and 
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telephones, revenue from, 723 ; 
powers of the two chambers m, 
929 , preferential and reciprocal 
tariff in, 637 ; protective tariff m, 
637 ; railways in, fiscal results of, 
725 ; sales tax m, 61S ; taxation 
and national income, 1094, before 
and after the War, 1090, direct 
and indirect, 1097, per capita, 
1091 ; veto m, 1012 ; voting of 
the budget in, 990 , wealth in, 
1107 ; Western, tax on un- 
improved land values, 403 
Canals, keeping of, 722 ; length of, in 
England and Scotland, 722 ; 
revenue from, 722 

Canard, diffusion theory of incidence, 
346 

Caiman, Professor, canons of taxation, 
213-14 

Canons, of public expenditure, 77-82 ; 
of taxation, 213-25 

Capacity, taxable. See Taxable 
Capacity 

Cape Colony, succession duty in, 566 
Capital, estate duty and, 538 ; income 
tax and, 538 ; of central banks, 
1056 ; taxation of : 372, 534, 852, 
864, arguments against, 535-41, 
development of, in twentieth 
century, 536, incidence of, 372-73 
Capital expenditure, 159 ; effects of 
double taxation to, 318-19 ; 
justifications of, 102-68 ; objec- 
tions to, 874 ; principles govern- 
ing, 185-86 ; reasons for the in- 
crease of, 178-81 
Capital gains, tax on, 481 
Capital levy, 1097 ; absence of a 
proper distribution of the burden 
of, 875 ; arguments ; for, 866 
note, 867-75, against, 866-75; as 
method of repaying debt, 852 ; 
difficulties of administrative tecli- 
nicpie of a : (1) absence of a fair 
measure of assent, (2) difficulty 
of a guarantee against the repeti- 
tion of a levy, (3) hostility on the 
part of bankers, and (4) lowering 
exemptions, 876-77 ; effects of, 
on capital and credit, 873-74 ; 
essentials of, 864 ; inferiority of, 
to income tax, 870 ; in various 
countries, 869-73 ; objections to, 
873 ; opportunity for such a, 876 ; 
rates of, 867 
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Capitalisation, theory of, 337 
Capitation taxes. See Poll taxes 
Carafa, cited, 15 

Carlisle, Bishop of, audit by, 1045 
Carlyle, “ books accomplish miracles ”, 
24 

Carteret, subsidies and, S29 
Carver, minimum regression as a prin- 
ciple of taxation, 307 
Castellis, William de, audit by, 1045 
Centani, a Spaniard, ancestor of 
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Central Bank, advances by, to State, 
1056 ; advantages of a, 1059 ; 
advantages of a centralised system 
of, 1065 note ; Brussels Inter- 
national Pinancial Conference of 
1920 on the creation of, 1959 ; 
capital of, 1056 ; closeness and 
cordiality between Government 
and, 1054-55 ; control of credit 
by, 1060 ; dangers in nationalisa- 
tion of, 1057 note ; difficulties to 
be faced by, 1063 ; disadvan- 
tages resulting from the absence 
of, 1064 ; discount policy of, 
1060-61 ; dividends of, limitation 
to, 1059 ; foreign assets and 
exchange of, 1059 ; Genoa Inter- 
national Financial Conference of 
1922 on the creation of, 1059 ; 
importance of, 1066 ; independ- 
ence of, 1054 ; method of 
achieving independence, 1056 ; 
interference by State, disadvan- 
tages resulting from, 1055 ; in- 
vestment of, 1059 ; limitations 
of, 1055, 1059 ; management of, 
1058 note ; member banks and, 
1061 ; method of regulating price 
level, 1063 ; necessity of a 
managed monetary system, 1065 ; 
open market, transactions of, 
1060 ; effects of, 1060-61 ; powers 
of, 1064 ; reserves of, 1066 ; 
right of note issue, 1060 ; scope 
and functions of, 1058-60 
Central Powers, cost of War to, 1106 
Central and provincial taxation m 
India, 1096 

Centralised control, advantages of, 
879 

Centralised system of government, 
advantages of, 149 

Certainty, as a canon of taxation, 
218-20 
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Ceylon, estate duty in, 576-77 
Chamberlain, Mr., on old age pensions, 
132 

Chambers, powers of, 1007 
Chance loans, 779 

Chancellor of the Exchequer, functions 
of, in regard to budget, 949, 952, 
984 ; other titles of, 948 
Chancellor of the Reich, 954 
Chandavarkar, The Hon. Sir Narayan, 
on votable and non-votable items, 
1005-6 

Charles I. on veto, 1013 
Chaucer, cited, 245 
Cheques, incidence of duty on, 677 
Chicago, property tax in, 740-41 
Childers, Mr., conversion by, 897 
Chile, area, population, etc., 1071 ; 

public debt of, 1097 
China, central bank in, 1051 ; debt 
in, 1098 ; excise in, 668-69 ; land 
tax in. 422, main defects of, 424- 
425 

Churchill, Lord Randolph, on estate 
duty, 525 
Cicero, cited, 5 
Cigarettes, tax on, 661 
Civil Administration, cost of, 100-101 
Civil Contingencies Fund, advantages 
of, 1011 ; definition of, 1011 ; 
similarity of, to Treasury Chest 
Fund, 1011 
Civil estimates, 1001 
Civil fist, 47,65,951 
Civil service, 50, 60, 65, 91, 98, 101, 
975, 981-83 

Cleanhness, tax on, 659 
Clerk of the Issues, 1032 
Clerk of the PeUs, abohtion of, 944, 
1018 

Cleveland, President, veto power and, 
1013 

Coal mines, 715-16 
Cobden, cited, 58 

Cohn, classification of public expendi- 
ture by, 85 ; contributions to 
public finance, 32, 33 ; criticism 
on Smithian canons of taxation 
by, 213 

Colbert, on finance, 5 
Collection of taxes, cost of, British 
India, 1076-77 

Colombia, central bank in, 1056 
Colorado, State University and Agri- 
cultural College in, 111 
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Colson, contribution to public finance, 
35 

Colwyn Committee. See Committee 
on National Debt and Taxation 
Colwyn Report, classification of pubLc 
expenditure by, 84 ; on the effects 
of public expenditure, 75 
Commercial accounting, 939 
Commercial activities of the State, 715 
Commercial debts, 776 ; difference 
between War debts and, 824 ; 
effects of fall in prices on, 826 
Commercial documents, tax on, 679 
Commercial undertakings by State, 
140-43 

Commission : Dawes, 831 

Funding Debt, 831 note ; on 
capacity to pay, 833 
Indian Fiscal, on tariff, 629, 641 
Inter-State Commerce, on railways, 
728-29 

Reparations, 837-40 
Royal, on assessment, 500 ; on 
double taxation, 321-25 ; on 
graduation, 484, 487 ; on im- 
portance of collection at the 
‘source, 496 ; on income tax, 446, 
484, 486 

Commissioners : of Customs and 
Excise, 947 
Inland Revenue, 947 
Public Accounts, on the estabhsh- 
ment of a common fund, 941 ; on 
the formation of a smking fund, 
887 

Committee : Acworth, arguments of, 
for and against State management 
of railways, 725-26 ; on manage- 
ment of Indian railways, 140-42, 
725-26. See also Railways 
Basle, Report of, 842-43 
Dawes, 824 ; works done by, 839- 
841, 846 
Estimates, 989 

Finance, 321-24, 994, 1044-45 
Geddes (Great Britain), on national 
expenditure, 5, 1043 ; criticism 
by, on the percentage grants, 745- 
746 ; examples of retrenchment, 
71-72 ; on extent of beneficial 
work of the State, 74-75; on 
reduction of, expenditure for 
defence, 97-98 ; recommendation 
relating to statistics and prison 
labour, 62-63 ; terms of reference, 
59 


Committee — cojitinued, 

Inchcape (India), 5 ; examples of 
economy, 62-63 ; on expenditure, 
98 ; terms of reference, 59 

Joint Select (India), on Great 
Britain and India, 625-26 ; on 
safeguards, 964-65 

Macmillan, on Finance and In- 
dustry, 1054 ; on the managed 
system of the Bank of England, 
1065 

May (Great Britain), 5, 1043 ; on 
expenditure chargeable to capital, 
178 ; terms of reference, 59 

Of Experts, on the burden of taxa- 
tion, 691 

Of Supply, duties of, 981 ; powers 
of, 982 

Of Ways and Means, 981 ; functions 
of, 984 

On Currency and Foreign Exchange, 
on the policy of inflation in Great 
Britain, 796-98 

On National Expenditure, and Rig- 
nano plan, 550 ; on capital levy, 
866, 877-78 ; on conveyance duty, 
676-77 ; on dangers of floating 
debt, 799 ; on distinction be- 
tween shifting and incidence of a 
tax, 336-37 ; on double taxation, 
319, 692-94 ; on incidence of a 
tax on monopolist, 356 ; on 
incidence of death duties, 386 ; 
on principles for expenditure on 
economic development, 144-45 ; 
on sinking fund, 857 ; terms of 
reference, 865 

Public Accounts, 1021 ; legislative 
control by, 1042 

Select (Great Britain) on taxation 
of 1906, 444, on graduation, 484 ; 
suggestions of the, 989 
Taxation (India), on the burden of 
taxation, 691 
Transfer, 839 

Commodities, conditions and effects of 
incidence of a tax on, 351-53 

Common benefit in public expenditure, 
86 

Commons, House of, on budget esti- 
mates, 968 ; powers of, 1007 

Companies, tax on, 481. See Corpora- 
tion 

Company, East India, criticism of the 
administrative function of, by 
Adam Smith, 73, 710-11 ; decision 
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of permanent settlement by, 412 ; 
thirty years period of settlement 
introduced in Bombay by, 
413 

Company, South Sea, advances by, 
884-85, 896 

Comptroller and Auditor - General, 
duties of, as prescribed by the 
American Budget and Accounting 
Act, 1021-22 ; his functions, 65, 
942, 946, 1048 ; part played by, 
in spending, 1031-35 ; powers of, 
983 

Comptroller and Auditor-General of 
the Post Office, 1040 
Comptroller-General, 1021 
Conference : Brussels Financial, on 
the creation of a central bank, 
1058 ; on the distinction between 
productive and unproductive ex- 
penditures, 189 ; on the govern- 
ment, 187 

Genoa International Financial, on 
the creation of a central bank, 
1058 

Hythe, cited, 835, 846 

International Shipping, on double 
taxation, 315-16 
Confirmatio Cartarum, 977 
Congleton, Lord. See under Parnell 
Comgliani, contribution to public 
finance, 36, 37 

Conjuncture gains, taxation of, 312 
Consohdated Act, 983 
Consolidated bills, 983 
Consohdated Fund, establishment of, 
941 note, 942, 983 
Consohdated Fund Services, 981-82 
Consols, 819 

Consumption, Internal taxes on. See 
under Excise 

taxes on, 588-90, regressiveness of, 
654 

Control, three kinds of, 1016 
Control over issue, 1038-45 
Controleurs in France, 953 
Convenience, as a canon of taxation, 
220-21 ; indirect taxes and the 
canon of, 221 ; justification of the 
canon of, 220-21 

Convention, Draft, in regard to double 
taxation, 327-29 

Conversion, definition of, 859 ; his- 
tory of, under various chancellors 
in Great Britam, 895-98 ; im- 
portance of, since the War, 898- 


899 ; method of repaying debt, 
852 ; of Great Britain, 860-61 ; 
principles of, 859, absence of, in 
various countries, 860 ; table 
showing the cost of interest and 
management of national debt, 

900 ; table showing the success- 
ful, 900 

Conveyance duty, 676 
Coolidge, President, veto power and, 
1012 

Cormvallis, Lord, initiation of per- 
manent settlement m India by, 
411 

Corporation, compared with Govern- 
ment, 938-39 

Corporation tax, 482-83 ; basis of 
assessment, 595 ; m Great Britain, 
596, 1097, in U.S.A., 597-98; 
statistics of, in various countries, 
592, 593-94 

Corporations, privileges of, 594 
Corvee, as a tax, 22 
Cossa, contribution to public finance, 
36, 37 

Cost accounting, 939 

Cost of administration, 100-101 • 

Cost of living, index numbers of, 1090 
Cost of service, as measure of distribu- 
tion of tax, 304 
Cost of War, 1106 
Cotton excise duty in India, 664-65 
Coubron, cited, 23 

Council, Loan, in Australia, 153, 267, 
293, 931, 932 

Council of ministers, 953, 954, 955 
Council of State, ruling on initiation 
of money bills, 1003 
Com des Go)nptes, on extraordinary 
budgets, 973 ; powers and func- 
tions of, 1043 ; Fisk on, 1042-43 
Cournot, contribution to public fin- 
ance, 35 

Crassus, cited, 784 

Credit, control of, by a central bank, 
1059 ; causes for the recourse to, 
795 ; effects of creating, 795, 798 ; 
finance hj bank, 794 ; general 
conclusions regarding, 795 ; in- 
feriority to taxation, 795 ; poorer 
classes and, 795 
Cromwell, Thomas, cited, 949 
Crown Colonies, cost of War, 1106 
Crown lands, Great Britam, 1084 
Crown property, 399 
Ctesiphon, hoards in, 784 
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Ciinninghani, Timothy, contribution 
to public finance, 23, on Adam 
Smith’s maxims of taxation, 214 
Custody of public moneys, 1028 ; in 
Trance. 1029 ; in Great Britain, 
1029 ; 111 India, 1028 ; in U.S.A., 
1029 

Customs Duties, abolition of, by Peel, 
299 ; characteristics of, 651 ; 
early history of, 620 : forms of, 
627-30 ; general economic con- 
siderations concerning, 620 , m 
England, 631-36, 1089, 1097 ; in 
France, 645, 1097 ; in India, 641- 
645, 1090, 1097 ; in Italy, 1097 ; 
in Japan, 648, 1097 ; in other 
countries, 645 ; in the Dominions : 
Australia, 638, 1097, Canada, 
637, 1097, New Zealand, 639, 
South Africa, 640, 1097 ; per- 
centage of, to total, 626 ; prac- 
tical statesmen and, 650 ; pro- 
ductiveness and, 651 ; twofold 
objects of, 649 

Czechoslovakia, area, population, etc , 
1071 ; capital levy in, 869 ; 
central bank : limitations in re- 
gard to advance to state, 1055, 
state capital and, 1056 ; debt in, 
1098 ; land tax in, 407 

Dadabhoy Naoroji, Mr., estimate of 
per capita income of British India 
by, 243, 254 

Dalton, on capital levy, '872 ; on 
transfers of wealth, 815 
Davenant, contribution to public 
finance, 15 
Davidson, cited, 417 
Dawes, Charles, cited, 839 
Dawes Committee, 834, 846 ; works 
done by, 839-41 

Dawes Loan, 810-11 ; services ol, 
853-54 

Dayabhaga, cited, 571 
Deadweight debt, definition of, 774 
Death duties, and insurance, for the 
payment of, 437 note ; as com- 
plement to income tax, 487, 527, 
537 ; capital and, 535-41, 537 ; 
disadvantages of, 530 ; ellects of, 
530-31, on saving, and enterprise, 
542-44 ; equity of, 526 ; ethical 
superiority of, 538 ; incidence of, 
386 ; in Federal constitutions, 
552 ; in France, 579-80 ; in 


Germany, 580 ; in Great Britain, 
556-63 ; in Holland, 581 ; in 
India, 567-76 ; in Italy, 580-81 ; 
in Japan, 581 ; in Spain, 581 ; in 
Switzerland, 581 ; in the Crown 
colonies, 576-77 ; in the Domin- 
ions : Austraba, 564-65, Canada, 
563-64, New Zealand, 565-66, 
South Africa, 566-67 ; iii the 
U S.A., 577-79 ; percentage of, to 
total m Great Britain, 557 ; pro- 
ceeds of, should be spent on 
capital expenditure, 541 , pro- 
ceeds of and debt redemption, 
539 ; of and state 

s^iending, 539 

Debt, analysis of, 1102 ; as a mam 
division of the study, 4 ; external, 
1102; floating, dangers of, 799; 
delinition and scope of, 774 ; 
funded, 1102 ; growth of, m India, 
1100-1101, in other countries, 
1098; internal, 1102; ratio to 
revenue, 1103 ; services : as a 
primary expenditure, 102, ex- 
penditure on, in, all countries, 
1104; ill India, 10 76-77, reasons 
for the increase of, 102-5 ; un- 
funded, 1102. See under Public 
Debt 

Debt, conversion of. See under Con- 
version 

Debt, redemption of. See under 
Redemption 

Decentralised system of government, 
advantages of, 149 

Decker, Sir Matthew, contribution to 
public finance, 23 

Deductive method, meaning of, 9 

Defence, central subject, 148-50 ; cost 
of, 90-91, 96-99 ; expenditure on, 
111 India, 1076-77 

Deficiency bills, Adams on, 971 ; in 
the U.S.A., 965 

Deficit, avoidance of, in budget, 82 

Degree of progression, 299, 311, 
312 

Degree of regression, 294 

Degressive taxation, definition of, 
294 

Delphi, hoards in, 783 

Demand, elasticity of, burden 
taxation and, 689 ; commodity 
taxes and, 352 ; luxury taxes and, 
615 ; protective duties and, 
623-24 
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Denmark, area, population, etc., in, 
1071 ; debt ; analysis of, 1102, 
growth of, 1098, ratio to revenue, 
1103 

De Parieu, cited, 309 
Dependents, allowance for, 488 
Derivative revenue, 206 
Detailed veto, definition of, 980 
De Viti de Marco, contribution to 
public finance, 36 

Dickens, Charles, on the burning of 
the two Houses of Parliament, 
1020 

Dietzel, cited, 818 ; on meeting all 
extraordinary expenditure from 
loans, 159 

Differential taxation, least aggregate 
sacrifice and, 307 

Differentiation, deduction of earned 
increment m Great Britain for, 
486 ; expression used in different 
countries to indicate distinction 
between earned and unearned in- 
come, 487 ; objections to the term 
unearned increment by the Royal 
Commission of 1920, 487 
Diffusion, or absorption theory of 
incidence, 345 ; characteristics of, 
347 ; Canardon on, 346 ; Sehg- 
man on, 346 

Diminishing return, law of, 356, 
361 

Diminishing UtiUty, 486, equality of 
sacrifice theory and, 218 
Dmgley tariff in U.S.A., 646 
Diocletian, reorganisation of land 
revenue by, 397 

Direct tax, advantages and disadvan- 
tages of, 301-2 ; all countries, 
1097 ; characteristics and effects 
of, 301-2 ; definition of, 207-9 ; 
Gladstone on, 297-98 ; Great 
Britain and, 1084 ; India and, 
1086-87 ; percentage of, to total 
tax revenue, 295 ; ratio between 
indirect and, 296 ; relation be- 
tween indirect and, 296 
Disraeli, reduction of income tax rates 
by, 443 

Distribution of expenditure, in India, 
1076-77 

Distribution of revenue in Great 
Britain, 1084, in India, 1086-87 
Distribution of tax and aggregate 
sacrifice, 308 ; of burden, 294- 
334 


Distribution, theories of just : (1) 

cost of service, objection, 304 ; 

(2) benefit, objection. 304-5 ; and 

(3) ability or faculty, 304-5 
Dividends, tax on, 863 ; limitation of, 

of central banks, 1059 
Doctor, tax on, 590 
Documents, duties on, 679 
Dog tax, 439, 588, 590, 737 
Domain, 206, basis of public revenue 
in early times, 712 ; gradual 
diminution of, land as source of 
revenue, 713 ; in commerce and 
industry, 715-21 ; revenue from, 
715 ; revenue from State, in 
France, Great Britain, India, 
Italy, Russia, and Spain, 713-14 
Domestic debts, 771 ; for economic 
development, 811 

Donations, examples of conscience 
money in Great Britain and con- 
science fund in U.S.A., 204 
Double Taxation, agreements between 
two taxing countries of the same 
object according to origin and 
residence, 314-16, 319 ; as econo- 
mic barrier between countries, 
316-17 ; companies and, 317 ; 
definition of, 314 ; difficulties in 
avoiding, 316 ; effects of, on 
capital, 317; income tax personal 
and, 319 ; methods of avoiding, 
321-30 ; rehef in, by taxing the 
articles according to situs and 
residence, 329-30 
Dove, cited, 332 

Dowell, contribution to public finance, 
29 

Drugs, tax on, in India, 663 note 
Dupont de Nemours, contribution to 
pubhc finance, 22 

Dutiable instruments, three groups of, 
675 

Duties, Customs. See Customs duties 
Duties, Death. See Death duties 
Estate. See Estate duties 
Export. See Export duties 
Imports. See Imports duties 
Legacy. See Legacy duties 
Specific. See Specific duties 
Stamp. See Stamp duties 
Succession. See Succession duties 
Dutot, contribution to pubhc finance, 
23 

Duverney, contribution to pubhc 
finance, 23 
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Earned income, deduction of, to arrive 
at the assessable income, 487 ; 
distinguished from unearned in- 
come by the Einance Act of 1907 
of Great Britain, 444, 548 ; objec- 
tions to its diSerentiation from 
unearned income, 484 

East India Company, criticism of the 
administrative function of, by 
Adam Smith, 73, 710-11 ; decision 
of permanent settlement by, 

412 ; thirty years period of settle- 
ment introduced in Bombay by, 

413 

Ecclesiastical department, expendi- 
ture on, in India, 1076-77 

Economic rent often mixed up with 
other forms of income, 365 

Economics, relation with public fin- 
ance, 7-8 

Economy, as canon of expenditure, 
79-80; as canon of taxation, 221- 
223 

Economy and retrenchment, com- 
mittee on national expenditure in 
Great Britain and the Indian 
Retrenchment committee on, 
terms of reference, 59 ; meaning 
of the terms, 60 ; principles in 
regard to the necessity of, 59-60 ; 
various measures of check in, 69- 
70 

Edgeworth, cited, 303 ; doctrine of 
minimum sacrifice, 307-9 ; on 
incidence of rates, 370 

Education, control of primary and 
secondary, in Scotland, 115-16 ; 
expenditure on, 108 ; in India, 
1076-77 ; justification of, 112-13 ; 
importance of, 107 ; in England, 
Wales, and Scotland, legislation 
for, 107-8 ; in the Dominions, 
Australia, Canada, and South 
Africa, 109-11 ; in the U.S.A., 
111-12; per capita expenditure 
for, 115 ; percentage of literacy 
in England and Wales, 113 ; in 
India, 109, 113 ; percentage of 
illiteracy, 107 ; primary, want of, 
109 ; revenue from, in India, 
1086-87 

Egypt, absence of real audit in, 1049- 
1050 ; debt of, 1098 ; octroi in, 
672 

Eheberg, contribution to public fin- 
ance, 32 


Einaudi, contribution to public fin- 
ance, 36, 205 ; on abatements, 
488 ; on double taxation, 321 ; 
on sale of lands, 391 
Elasticity, as a characteristic of a 
good revenue system, 197-98 
Elasticity of Demand, burden of taxa- 
tion and, 689 ; commodity taxes 
and, 352 ; luxury taxes and, 615 ; 
protective duties and, 623-24 
Ely, Richard T., against the doctrine 
of laissez-fa,ire, 58 ; on expendi- 
ture from the proceeds of death 
duties, 540 

Emerson’s phrase for a finance minis- 
ter, 950 

Enterprise, advantages of State, 711- 
712 

Enterprise, Saving and, effects of 
death duties on, 542-44 
Entertainments, tax on, 686, 1097 ; 
definition of, 686 ; exemptions of, 
for philanthropic purposes, 686 ; 
problem whether it is permanent 
or temporary, 685 ; progressive 
rates of, 686 ; revenue from, 686 
Ec{uality, or Ecj^uity, as a canon of 
taxation, 215-18 

Equality of Sacrifice, as a theory in 
the distribution of the burden of 
taxation, 306-7 ; bachelor and 
married man and, 306 ; difficulty 
in taldng, theory as an ultimate 
theory, 306 ; J. S. Mill on, 305 ; 
quantitative aspect of income and, 
306 ; windfalls and, 306 
Estate, agricultural, 529, 530 
Estate duty, 523, 524 ; advantages of, 
529-30 ; capital and, 538 ; defini- 
' tion of, 557 ; exemptions of, in 
Great Britain, 560 ; graduation 
of, 525 ; immovable and movable 
property and, 560 ; in Great 
Britain, 1084, in other countries, 
1097 ; one of the two sources 
from which death duties in Great 
Britain are collected, 556 ; rates 
of, in Great Britain, 533, 561-62 ; 
statistics showing the burden of, 
in Great Britain, 530. See Death 
duties 

Estates General, 995 
Estimates Committee, 989 
Estimates, Supplementary, Adams on, 
971 ; Gladstone on, 189, 971 ; 
May on, 970 
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Evasion, 337 ; cases of, in Great 
Britain and India, 501-4 ; causes 
for, 507-8 

Evasion of taxation on income, 501 ; 

Pareto’s Law and, 508-18 
Evelyn, Fox’s friend, 1019 
Excess Mineral Rights Duty, as a 
complementary to Excess Profits 
Duty, 602 

Excess profits tax, charge on profit 
above a standard rate of trading 
concerns and not on individuals, 
598 ; effects of, and objections 
to, 600 ; history of, in some 
countries, 599 ; in Great Britain, 
1084 ; standards of exceptions to, 
601-2 ; in India, 603 ; in New 
Zealand, 602-3 ; in other coun- 
tries, 1097 ; in the state of 
Georgia during the American 
Civil War, 599 ; in the United 
States of America, 603-4 ; suit- 
able to special taxation, 312 
Exchange, receipts from, 1086-87 
Exchequer, 941 note ; abolition of the 
old office of, 944-45 ; account at 
the Bank of England, 1025 note ; 
as court of audit, 1045 ; as court 
of law and administrative depart- 
ment in Edward I.’s time, 944 ; 
causes for the confusion in regard 
to functions of Treasury and, 
947-48; definition of, 943 note; 
duties of, 946 ; robberies of, 
945-46 

Exchequer bills, 884 
Exchequer, Chancellor of the, func- 
tions in regard to budget, 949,. 
952, 984 ; other titles of, 948 
Excise, articles suitable for duty m 
various countries, 652 ; as indirect 
tax, 198 ; characteristics of, 657 ; 
definition of, 652 ; early history 
in Great Britam, 657-58 ; in 
China, 668 ; in France, 666-67, 
1097 ; in Germany, 668 ; in Great 
Britam, 657-60, 1084, 1097; in 
India, 662, 1086-87, 1097; in 
Italy, 667-68, 1097 ; in Japan, 
668, 669-70, 1097 ; in Spam, 668; 
in the Dominions : Australia, 
660, 1097, Canada, 660, 1097, 
New Zealand, 660, Union of 
South Africa, 661-62, 1097 ; in 
the U.S.A., 1097 ; popularity of, 
after the War, 704; principles 


underlying, 653-54 ; reforms of 
Pitt, Huskisson, and Gladstone, 
659 ; statistics showing percent- 
age revenue of, to total revenue in 
various countries, 653 
Executive budget, 956 
Exemptions, justification of, in times 
of w^ar to attract capital, 801 
Exhaustive expenditure, 89-90 
Expenditure, and national income, 
1083 ; as a division of the study, 
4 ; causes for the increase m 
public, 48-54 ; central and pro- 
vincial governments in India, 
1074, 1076-77 ; chargeable to 
capital, 159 ; distribution of, 
1080 ; distribution of, between 
central, provincial, and local 
governments due to historical 
conditions, 148, 157-58 ; federal 
authority and, 158 ; general con- 
sideration in the distribution of, 
153 ; growth of, allowing for 
prices, 1082 ; importance of, 46 ; 
increase in, m India, 1072-74, on 
social services in recent years, 
135-38 ; in India, 1076-77 ; local 
government and, 1078-79 ; of 
various countries, 1071 ; on debt 
services, 1090 ; on defence, in 
various countries at the present 
time as compared with pre-War 
year, 97 ; on development and 
miscellaneous services, 139, two 
classes of development, 145-46 ; 
on education, 108 ; on other social 
services, 116; on religion, 118; 
on the primary functions of 
Government, 96 ; on the second- 
ary functions of Government, 
106 ; ordinary and extraordinary, 
93-94 ; percentage of central, 
provincial, and local, in various 
countries, 150-54 ; percentage 
distribution of governmental, 189- 
190 ; productive and unproduc- 
tive, 189-90 ; theory of public, 
45 ; votable and non-votable, 
1005. See also Public Expendi- 
ture 

Export duties, early history of, 621 ; 
effects and unpopularity of, 350, 
621-22 ; incidence of, 362-63 ; 
revivals of, for protective and 
fiscal reasons after the Great War, 
622 ; unpopularity of, 621 
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External loan, 771 ; direct and in- 
direct burden of, 811-13; for 
economic development, 811, 1102 
Extraordinary budgets, definition of, 
972 ; evils of, 973 ; scope of, in 
various countries, 972 
Extraordinary expenditure, 93-94 ; 
definition and scope of, 187-88, 
972-73 

Fabius, Cunctator, cited, 169 
Family allowance, income tax and, 
472, 474, 489-90 

Family budgets, collected by the 
Labour Office, Bombay, 253 
Famine relief, 92, 123, 188 ; expendi- 
ture on, in India, 1076-77 
Fauquier, contribution to public fin- 
ance, 24 

Federal Government, functions of, 
292-93 ; sources of revenue to, 
264-65, 267-69, 276, 279-80, 283 
Federal Reserve, Board of Governors 
of the, advantages of, 1052-53 ; 
powers of, 1052 

Federal Reserve Banks, 1051, 1052 ; 
duties done by, 1053 ; Govern- 
ment banker, 1053 

Fees, compared with price and tax, 
202-3 ; definition of, 202 ; diffi- 
culty to distinguish from tax, 
203, 673 ; judicial, commercial 
and other, 674 

Feudal aids, as a form of land tax, 397 
FiUmore, President, veto power and, 
1013 

Finance Accounts, 941 
Finance Bill, 986 

Finance, Commissary of, in Russia, 
1057 

Finance committee, 994 ; legislative 
control by, in India, 1044-45 
Finance, Local, control over, by an 
executive, 763-65 ; jurisdiction 
in, 7 66 ; necessity of a strong 
executive in, 765-66 
Finance Members of India, 1072-73 
Fmance Minister, qualifications of a, 
949-50 

Finance, Ministry of, in France, 952 ; 

in Germany, 954-55 
Finance, Public, French, German and 
Italian equivalents of the terms 
of, 4 ; history of, 13-41 ; meaning 
of, 3 ; mam divisions of, 4 ; 
method of, 8-10 ; relation of 


economics and statistics to the 
science of, 7-8 

Finance, War-time, amount raised 

from internal, external, funded, 

and unfunded loans, 902-3 ; 

characteristics of ( 1 ) large amount 
of foreign loans, 903 ; (2) consols 
and Avar loan (table), 904-5 ; 

(3) continuous borrowing, 905 ; 

(4) system of tax compounding, 
905 ; and (5) heaAuness of the 
floating debt, 905 ; table show- 
ing, 901-2 

Financial administration, as a main 
division of the study, 4 ; scope of, 
5 ; theory of, recent development, 
13 

Financial assistance, in constitutional 
Acts, 288 ; in granting, responsi- 
bility of the central or Federal 
Government, 290 ; relation be- 
tween Federal Government and 
units regarding, 290 ; responsi- 
bility of Federal Government 
regarding, 290-91 
Financial control, 939, 1042-45 
Financial Department, powders and 
duties of, 961, 1010, 1038 
Financial procedure. See under Bud- 
get 

Fmes, 204 

Finland, abolition of land tax in, 389 ; 
debt of, 1098 ; State-owmed 
central bank in, 1056 
Fiscal period, 966 

Fiscal year, causes for the selection of, 
965-66 ; in various countries, 
964-65 

Fisk, on judicial control, 1041-42 
Floating debt, definition and scope of, 
773 ; dangers of, by Colwyn 
Committee, 799 

Florida, repudiation in, 788, 862 note 
Flux, estimate of national income by, 
238 

Foldes, Bela, contribution to public 
finance, 34 

Forbonnais, contribution to public 
finance, 18, 23 
Forced loan, 777, 788, 802-3 
Fordney tariff in U.S.A., 647 
Foreign debts, 771 ; for economic 
development, 811 

Foreign income and British income 
tax, 478-79 

Foreign trade, control of, 621 
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Foreigner, double taxation and, 316 ; 

export duty and, 621-22 
Forests, as a source of revenue, 696 ; 
in India, 1086-87 ; expenditure 
on, in India, 1076-77 ; in India, 
714 ; policy of Russia concerning, 
713 

Formulae regarding the distribution of 
revenue to local authorities, 747 ; 
absence of mathematical, for the 
administration of the Federal 
Reserve System or the regulation 
of prices, by Governor Strong, 
1064 

“ Four old women ”, 282, 284, 472 
Fox, on withholding subsidies, 1014 
Fox, C. J., cited, 1019 
Fox, Henry, cited, 1019 
Fox, Sir Stephen, cited, 1019 
France, advances received by, from 
the Banks of France and xAIgeria, 
921-22 ; agricultural income tax 
in, 405 ; amusement tax in Paris, 
284 ; annual voting of the budget 
in, 1004-5 ; area, population, etc., 
in, 1071 ; budget : legalisation 
of, 995-96, defects in, 996, powers 
of the two chambers, 1009, pre- 
paration of, 952-54, publications 
concerning, 976, verification of 
accounts, 1022-23 ; business turn- 
over tax in, 284, 472 ; central 
bank in, 1051 ; central revenue 
heads in, prior to 1914, 282-83 ; 
changes between 1914 and 1920, 
282-84 ; collection of revenue in, 
1023 ; consolidating loans in, 
920-21 ; consumption taxes m, 
590 ; conversion in, 860, 917-18 ; 
cost of War, 1106 ; customs m, 
645-46 ; debt : analysis of, 1102, 
growth of, 1098, ratio to revenue, 
1103, national, from 1713 to 1932, 
915, public, 914-15 ; depreciation 
of the currency in, 916 ; distribu- 
tion of debt between funded and 
floating as on 31st March 1932, 
915 ; distribution of revenue in, 
282-84 ; divisions of land in, 405 ; 
excise in, 665 ; expenditure : and 
national income, 1083, allowing 
for prices, 1082, on debt services, 
1104; extraordinary budget in, 
972-74 ; financial policy of , during 
the War, 918-22 ; fiscal period 
in, 965-67 ; floating debt in, 923 ; 


foreign loans in, 922 ; general 
income tax in, 283, 472-74, 476-77; 
history of public debt in, 913-23 ; 
history of the pre-War debt in, 
916-18 ; indemnity paid by, 836 ; 
inflation in, 796 ; judicial control 
in, 1041-42 ; land tax in, 404-6 ; 
land revenue in percentage of, 
to total, 713 ; legislative control 
in, 1044 ; octroi in, 671-72 ; old 
age pensions in, 124 ; post office, 
telegraphs, and telephones in, 
revenue from, 721 ; railways in, 
726, separate budget for, 729 ; 
refusal to veto budget in, 1014 ; 
sales tax in, 616-18 ; sources of 
local revenue in, 283-84 ; State 
domain, percentage revenue from, 
713 ; State monopolies, 283 ; 
statistics showing national debt 
and its distribution, 914-15 ; 
statistics showing ordinary and 
extraordinary receipts, including 
internal and external debts, 919 ; 
statistics showing taxation of 
local authorities, 753-54 ; suc- 
cession duty in, 579-80 ; taxa- 
tion : and national income, 1095, 
before and after the War, 1090, 
direct and indirect, 1097, per 
capita, 1091, per capita, allowing 
for prices, 1092 ; tobacco mono- 
poly, 666-67 ; War : finance of, 
920, estimate of damage by, 923 ; 
wealth, 1107 

Francheville, contribution to public 
finance, 23 

Frank, Tenney, on the infringement of 
the canon of certainty, 219 
Frederick, subsidies to, 829 
Freycmet, growth of public debt under 
(France), 918 

Fund, Civil Contingencies. See Civil 
Contingencies Fund Treasury 
Chest. See Treasury Chest Fund 
Funded debt, 1102 ; definition of, 
752 ; history of, in Great Britain, 
884; scope of, 772 

Gallatin, Albert, administration re- 
garding public debt of U.S.A. 
under, 909 ; fallacy of the old 
sinking fund, 27 
Galt, Sir A. T., on taxation, 636 
Garfield, President, veto power and, 
1013 
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Gamier, cited, 20, contribution to 
public finance, 35 ; on character- 
istics of good tax, 213 ; on pro- 
gressive taxation, 310 
Gasoline tax, importance of, 261 ; 
statistics showing its increasing 
productiveness, 656 
Gaudin, cited, 917 

Gay, Professor Edwin P., on war loans 
or subsidies, 829-30 
Geddes Committee on National Ex- 
penditure in Great Britain, 5, 
1043 ; criticism by, on the per- 
centage grants, 745-46 ; examples 
of retrenchment, 71-72 ; on 
extent of beneficial wmrk of the 
state, 74-75; on reduction of 
expenditure for defence, 97-98 ; 
recommendations relating to 
statistics and prison labour, 62- 
63 ; terms of reference, 59 
General income tax, 282, 472-74, 476- 
477 

General property tax, main source of 
revenue for state and local 
authorities in U.S.A., 280-81 ; 
practical working of, 469 
General tariff, 637 

Genovesi, contribution to public 
finance, 18 

George, Henry, on single tax, 332 
George, Lloyd, cited, 1006 ; on the 
debt of belligerent countries, 779 
Georgia, excess profit tax in, 584 
Gerloff, contribution to public finance, 
34 

Germany, amusement tax in, 685 ; 
area, population, etc., 1071 ; 
audit in, 1022 ; betting and lot- 
tery taxation in, 684 ; budget : 
legalisation of, 998, military, 
1004, preparation of, 954-55, 
pubhcations connected with, 976 ; 
capital levy in, 870 ; central 
bank in, restriction in regard to 
advance to state, 1055 ; contri- 
bution to financial literature, 31 ; 
conversion in, 924-25 ; corpora- 
tion tax in, 594 ; cost of War, 
1106; debt: analysis of, 1102, 
growth of, 1098, ratio to revenue, 
1103 ; distribution of revenue in, 
275-79 ; excess profit tax in, 599 ; 
excise in, 668 ; expenditure : 
allowing for prices, 1082, and 
national income, 1083, on debt 


services, 1104; formula in the 
distribution of revenue in 1936 
in, 277 ; history of income tax 
in, 475 ; history of reparations 
in, 835 ; indemnities and its 
effects on, 836-37 ; inflation in, 
795-96 ; land tax in, 750 ; local 
taxation in, 751 ; main sources 
of revenue for the Beich, 275-76 ; 
poor relief in, 122 ; public debt, 
history of, 923-25 (table, 924) ; 
sales tax in, 616 ; shares of local 
authorities in revenue in, 278-79 ; 
statistics showing the distribution 
of local taxation in, 752 ; succes- 
sion duty in, 580 ; taxation : and 
national income, 1095, before and 
after the War, 1090, 'per capita, 
1091, per capita, allowing for 
prices, 1092 

Gesamtplan (Germany), 954 

Gibbms, effect of the industrial revolu- 
tion on labourers, 379 

Giffen, Sir Robert, estimate of Great 
Britain’s wealth by, 818 ; esti- 
mate of India’s wealth by, 807 
note ; on incidence of tax on 
property and profits, 335 ; on 
taking of statistics, 250 

Gifts, as source of public revenue, 204; 
exemption of, under certain con- 
ditions from taxation under death 
duties of Great Britain, 560 

Gilbert, Sir Jeffery, contribution to 
public finance, 23 

Ginwala, Sir Padamji, criticism of 
Budget with reference to India, 6 

Gladstone, cited, 64, 74, 117, 160, 170, 
171, 215, 223, 443, 632, 995, 1021 ; 
conversion by, 897 ; “ good 

finance consisting more in the 
spending than in the collecting of 
revenues ”, 63 ; on death duties, 
526 ; on direct and indirect tax, 
297-98, 334 ; on evasions of in- 
come tax, 505-6 ; on excise, 659 ; 
on financial confusion resulting 
from a disregard of balance be- 
tween income and expenditure, 
83 ; on graduation, 484 ; on in- 
come tax, 198, 437 ; extension of, 
to Ireland, 443 ; on meeting war 
expenditure by loans, 160 ; on 
penny duty, 675 ; on supple- 
mentary estimates, 189, 970-71 ; 
tariff reform by, 627, 632, 633 
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Goethe, on Napoleon, 917 
Goschen, Lord, conversion of debt by, 
898 

Goulbnrn, conversion by, 897 ; on 
sinking fund, 889-90 
Government, classification of functions 
of, 86-90 ; corporations and, 938- 
939 ; initiation of money bills by, 
979, 1001 

Government, business undertakings 
of, 168 ; control of foreign trade 
by, 621 

Government undertakings, expendi- 
ture on, in India, 1076-77 ; 
revenue from, in India, 1086-87 
Governor of the Bank of England on 
State’s interference, 1057 
Governor, Deputy, of the Bank of 
England on the closeness and 
cordiality between a central bank 
and government, 1054-55 
Governor and Deputy-Governor of the 
Bank of England are ex-officio 
members, 1052 

Governor of a central bank, appoint- 
ment of, 1057 note 

Graduated taxation, definition of, 294 
Graduation, according to time, 545 ; 

and Rignano’s plan, 545 
Graduation of estate duty, 525 
Grants to local authorities, 288-90 
note, 292, 738, 745-49, 762 
Gratuitous revenue, 206 
Graziani, cited, 302 ; contribution to 
public finance, 36, 37 
Great Britain, absence of complete 
national account in, 940; accounts 
in, 1036, making entries in, 1032 ; 
administrative control in, 1038- 
1041 ; amusement tax m, 686-87 ; 
area, population, etc., 1071 ; 
audit in, 1045 ; betting tax m, 
683 ; budget in : annual voting 
of the whole, 1005, legalisation of, 
977, powers of twm chambers, 
1007-9, publications connected 
with, 975, preparation of, 951-52, 
unnecessary procedure regarding, 
987-88 ; capital levy in, 872 ; 
central bank in, 1051-52 ; collec- 
tion of revenue in, 1023-28 ; 
consumption taxes in, 588 ; con- 
versions in, 861, 895-1000 ; cor- 
poration tax in, 596 ; cost of 
War, 1106 ; custody of public 
money, in, 1024-25 ; customs : 


early history of, 631, as existing 
at present, 634-36, statistics 
showing the growth of, 634 ; 
death duties in : 556-57, estate 
duty, 557, legacy and succession 
duties, 562-63 ; debt in : analysis 
of, 1102, and national income, 
872, growth of, 1098, history of, 
884, owed by and o\ved to, 822- 
823, ratio to revenue, 1103, tables 
showing the burden of, 817, 
883, main features, 883, distribu- 
tion of public revenue in 263 ; 
double taxation, agreement be- 
tween India and, concerning, 
319 ; treatment of visitors re- 
garding, 319-20 ; entertainment 
tax in, 686 ; excess profit tax in, 
600-602 ; excise in, history of, 
657, statistics showing net receipts 
from, 659 ; expenditure, allowing 
for prices, 1082, and national 
income, 1083, on debt services, 
1104 , fiscal year in, 965 : history 
of tenths and fifteenths, 439 ; 
house duty m, 588 ; income tax 
in : ahatemeiits and, 442, 444-45, 

488- 90, allowance and, 444-45, 

489- 90, changes in, between 1894 
and 1930, 444-45, extension of, to 
Ireland, 443, history of, 438, 
method of assessment and collec- 
tion of, 454-57, residence and, 
319-20, 330, schedules of, 441-42, 
assessment as per, 490-91, triple 
assessment of Pitt, 439, 440, 477, 
523, 589 ; inflation in, Committee 
on Currency and Eoreign Ex- 
change on, 796-98; land tax in: 
early history of, 397-98, revenue 
from, 398-99, schedules of A and 
B of income tax as, 399 ; legisla- 
tive control in, 1042-45 ; local 
taxation in ; history of, 743-45, 
statistics showing, 749, system of 
grants to local authorities, 746, 
formula on which it is based, 748, 
principles governing, 746 ; lottery 
loans in, 885 ; method of spending 
in, 1030-35 ; mining in, 715-16 ; 
mineral rights duty in, 399-400 ; 
octroi in, 671 ; parliamentary 
control in : early history of, 977, 
Government and private Member, 
979, various ways by which, is 
secured, 977-78 note; payments 
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by Post Office in, 721 ; payments 
due to IJ.S.A , 1105 ; percentage 
of non-tax revenue to total, 710 ; 
percentage distribution of tax 
and non- tax revenue in, 210 ; 
percentage revenue, direct taxa- 
tion, 295-96 ; poll tax m, 584 ; 
poor law in, 119 ; post, tele- 
graplis, telephones, revenue from, 
721 ; railways in, fiscal results of, 
723 ; revenue, classification of, 
1084 ; royal order in, 1031 ; 
Sinking Piind in, 855-59, history 
of, 888-95 ; stamp, first use of, 
for signature of the King, 1032- 
1033 ; stamp duty in, as at present, 
678-79, early history of, 678 ; 
State domains in, percentage 
revenue from, 713 : subsidies, 
history of, 829 ; tarifi in : num- 
ber of articles in, 632, principles 
of, 633, reforms by Huskisson, 
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the War, direct and indirect, 
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208 ; on railways, 723 ; on rates 
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558-60 

Harrison, Benjamin, President, veto 
power and, 1013 
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JIart, Sir Robert, on the estimate of 
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ance, 24 
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24 
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Hesse, triennial budget in, 965 
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873 

Horne, Sir Robert, criticism of Budget 
by, 689 

House duty, in Great Britain, 1084; 
yield of, 589 ; in other countries, 

1097 

Housing, 126 ; legislations for, 126-29 
Huet, on inheritance taxation, 546 
Hume, Adam Smith’s friend, 19, 20 ; 

cited, 813 ; on Sinking Fund, 868 
Hume, James Beacon, modifications 
of the British customs laws by, 
633 

Hungary, area, population, etc., 1071 ; 
capital levy in, 870-71 ; cost of 
War, 1106 ; debt, growth of, 

1098 ; land tax, 407 
Huskisson, on excise, 659 ; on tarifi 

reform, 627, 632 
Hut, tax on, 388 

Hutcheson, contribution to public 
finance, 17 ; on capital levy, 868 
Huxley, criticism on Parnell, 74 
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Illinois, executive budget in, 957 
Immovable property, definition of, 560 
Impact, definition of, 336, 338 
Impersonal tax, 327 ; distmguished 
from personal, by Seligman, 327 
Import duties, efiects on agriculture, 
622-23 ; incidence of, 357-61 ; 
popularity of, 623 ; taxes on 
home-produced goods and, 624 
Impost, definition of, 281 
Impot unique (of the Physiocrats), 22, 
331, 332 
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of the auditors of, 1047 
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394 
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and, 401, 403-4 

Inchcape Committee, 5 ; examples of 
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(1) aggregating income method, 
238-40, (2) census of productmg 
method, 240-49 ; percentage of 
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relation of, to public expenditure, 
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calculating in India, 242-49 ; 
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311-12 ; real, 480 ; unearned, 486 
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income tax and, 442, 444-45, 
488-90, graduation by, 483, in 
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miums, 494, principles of, 493 ; 
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based on the diminishing utility, 
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ments and allowance in, 442, 444- 
445, 488-90, changes in, between 
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in, 444, 485-88, elasticity of, 438, 
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history of, 438-54, investments 
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unearned, 444, 486-88 ; effect on 
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ance and, 473, 474, 489-90 ; 
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meaning of, 294, 444-45, 483, 
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472-74, (in Germany), 475, (in 
Great Britain) 436-57, 1084, 1097, 
(in India), 462-67, 1086-87, 1097, 
(in Italy), 474-75, 1097, (m 

Japan), ‘'470-71, 1097 — in the 
Dominions (Australia), 459-60, 
1097, (Canada), 458, 1097, (New 
Zealand), 460-61, (Union of South 
Africa), 461-62, 1097, (in the 
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470, 1097 ; incidence of, 383-85, 
misunderstanding m the, 383-85 ; 
investment income and, 479, 487 ; 
land tax, compared with, 399 ; 
local, as source of revenue, 758-60; 
main types of, 476 ; percentage 
yield of, in various countries, 436 ; 
progressive rates of, 287 ; resi- 
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cerning, 477-80 ; Boyal Com- 
mission on, terms of reference, 
436-37 ; scope of, 477-80 
Inconvertible currency, equivalent to 
forced loans, effects of, 777 
Increments, of value of land, 391 ; 

taxation of, w'ays of, 392-96 
Indemnities, five classic instances of, 
836 ; principles in fixing, 845-46 
India, accounts, method of classifica- 
tion and compilation, 1037 ; 
agricultural income, method of 
calculating, 242-44, 246 ; amuse- 
ment tax in, 685 ; area, popula- 
tion, etc., 1071 ; borrowing of 
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930 ; Budget : Appropriation Act 
and absence of the same, 963, 992, 
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tents and parts of, 961, 963-64, 
finance committee and, 994, 
money bills concerning, 990, Gin- 
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in regard to, 962, difference of 
opinion concerning, solution for, 
991, preparation of, 961-62, re- 
appropriations in regard to, 1010, 
rulings of the Presidents con- 
cernmg, 1003-4, spendmg con- 
cerning, 1035-36, veto power and, 
1012, votable and non-votable 
items connected with, 1005 ; 
central and provincial govern- 
ments, financial relations, 271-74 ; 
central and provincial heads of 
revenue in, 270-71, 466-67 ; 

changes in the distribution of 
revenues in recent years, 269-74 ; 
conversions in, 927-28 ; cost of 
War, 1106 ; customs : ad valorem 
duties, successful operation of, 
628 note, history of (1) up to the 
year 1861, 641-42, (2) free trade 
period (1862-1915), 641-44, (3) 
War and post-Armistice period, 
643, and (4) period beginning with 
the year 1922, 644-45, tariff, forms 
of a, 627-30; death duties: 
absence of, 523, 567-68, possible 
methods of levying, 569-7 6, during 
the Moghuls, 567 note ; debt : 
analysis of, 1102, causes for the 
increase of deadweight, 927, 
growth of, 1072-73, 1098, 1100- 
1101, history of, 927-30, pro- 
ductiveness of, 927, ratio to 
revenue, 1072-73, 1103, table 
showing public, and interest 
bearing obligations, 928-29, unique 
character of, 927 ; double taxa- 
tion, arrangement between Great 
Britain and, as well as Indian 
states and, 319 ; excess profits 
duty in, 603 ; excise in, 662-65 ; 
expenditure : and national in- 
come, 1083, allowing for prices, 
1082, classification of, 1076-77, 
growth of, 1072-74, increase in, 
1081, on debt services, 1104; 
finance members of, 1072-74; 
forests in, 713 ; Government of 
India Act in, 963 ; hoarding in, 
782 ; income tax : as at present 
governed by Income tax (Act XI. 
of 1922) and amended, 1933, 464- 
465, graduation in, 465-66, history 
of, 462, introduced by James 
Wilson in 1860, 462, schedules of, 
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462 ; irrigation, revenue from, 
717 ; land tax in : 407, assess- 
ment of, 411, percentage of land 
tax to total agricultural produce, 
408, permanent and temporary 
settlement, 411-16, under Moghiil 
period, 409 ; national income, 
calculation of, 247-48 ; non- 
agricultural income of British, 
242-49 ; legislative control in, 
1044 ; octroi in North-Western, 
671-72 ; 'per capita debt, 1072-74, 
1098, 1100-1101 ; per capita 

expenditure, 1072-74 ; per capita 
revenue, 1071, 1072-74; per- 

centage distribution of public 
revenue to total revenue, 709 ; 
percentage revenue in direct taxa- 
tion, 295 ; poll tax in, 582 ; 
postal, telegraph and telephones 
services, net revenue from, 721, 
fiscal results in, 722, investment 
habit in, 928 ; railways, fiscal 
results of, 722, management of, 
725, separate budget for, 730-31, 
962 ; reserve bank in, 1054 ; 
revenue : classification of central 
and provincial governments, 1086- 
1087, local bodies, 1088, distribu- 
tion of central and provincial 
governments, 1089 , taxation : 
and national income, 1094-95, 
before and after the War, 1090, 
1096, burden of, 1096, 1097, 
central, provincial and local, 1096, 
direct and indirect, 1086-87, 1088, 
per capita, 1091, 1096, per capita 
allowing for prices, 1092 ; treasury 
system for custody of public 
money in, 1035-36, methods of 
paying and receiving, 1028-29, 
1030 ; wealth, 1107 
Indirect tax, Adam Smith on, 297 ; 
characteristics of, 299-300 ; defini- 
tion of, 207-9, 295 ; Gladstone 
on, 805-6 ; ratio between direct 
and, 296 ; relation between direct 
and, 296 ; scope of, 673 
Indirect taxation, 1097 
Inductive method, meaning of, 9 
Industrial activities of the State, 715- 
716 ; advantages of, 717 
Industrial classes and protective 
duties, 357-58 

Inelastic demand, burden of taxation 
and, 349 ; commodity taxes and, 


352-53 ; taxation of wages and, 
381-83 

Inflation, definition of, 794 

Inheritance tax, advantages of, 548 ; 
arguments for and against, 524- 
525 ; definition of, 522 , effects 
of, 541-45 ; general principles of, 
524-26 ; history of, 523-24 ; m 
federal constitutions, 552-56 ; in 
France, 579-80 ; m Germany, 
580 ; in Great Britain, 556-63 ; 
in Holland, 581 ; m India, 567-74 ; 
in Italy, 580 ; in Japan, 581 ; in 
Spam, 581 ; in the Crown 
Colonies, 576 ; in the Dominions : 
Australia, 564-65, Canada, 563-64, 
New Zealand, 565-66, Union of 
South Africa, 566-67 ; in the 
United States of America, 577- 
579 ; justifications of, 526-27 ; 
popularity of, in federal constitu- 
tions, 521 ; revenue of, in federa- 
tions, 555 ; Bignano’s scheme of, 
545-51 ; statistics showing the 
importance of, in federal countries, 
553 ; whether the tax should be 
levied by the Federal or State 
government or by both, 552- 
556 

Institute of Government research, 
957 

Insurance, national, 124 , social, 123 ; 
unemployment, 125 

Insurance premiums and death duties, 
539 note 

Interest, incidence of a tax on, 339, 
341 ; receipts (India), 1086-87 

Inter-governmental debts, first in- 
stance of, 828 ; suspensions of the 
payment of, 832. See War debts 

Intermediate tariff, 637 

Internal debt, 771 ; for economic 
development, 811, 1102 

Internal taxes on consumption. See 
Excise 

International Settlements, Bank of, 
advantages of, 1067 ; difficulties 
of, 1066-67 ; functions of, 1066 ; 
limitations on, 1055, 1067 ; ob- 
ject of the creation of, 1066 ; 
origin of, 1065 

International trade, taxes on, inci- 
dence of, 357-63 

Investment income, 548; British in- 
eome tax and, 479 ; income tax 
and, 487 
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Ireland, extension of income tax to, 
443 , sinking fund of, 888 
Irrigation, expenditure on, 1076-77 ; 

revenue from, 717-18, 1086-87 
Italy, agricultural profits tax in, 406 ; 
amusement tax in, 685 , area, 
population, etc , 1071 , capital 
levj^ in, 870 ; contribution to the 
science of public finance, 36-38 ; 
cost of War, 1106 ; debt : anal 3 ’sis 
of, 1102, growth of, 1098, ratio 
to revenue, 1103 ; excise duW in, 
667-68 ; expenditure : allowing 
for prices, 1082, and national 
income, 1063 ; income tax in, 
474-75 ; land tax in, 406 ; octroi 
m, 672 ; publications connected 
with budget in, 976 ; State 
domain, percentage revenue from, 
713 ; succession duty in, 580-81; 
state monopol}'- m, 667 ; taxation : 
and national income, 1094-95, 
before and after the War, 1090, 
direct and indirect, 1097, per 
capita, 1091, per capiia, allowing 
for prices, 1092 , wealth, 1107 

Jack, estimate of cost of consumption 
in Bengal, 254 

Jackson, President, veto power and, 
1013 

Jaeger, contribution to public finance, 
40 

Jamaica, succession duty in, 577 
Jamieson, Sir G., on China, 423-24 
Japan, area, population, etc., 1071 ; 
borrowing by, 925 , cost of War, 
1106; central bank in, 1063; 
customs tariff in, 648-49 ; debt : 
analysis of, 1102, growdh of, 1098, 
history of, 925-27, ratio to revenue, 
1103 ; excise in, 668-70, revenue 
from, 668 ; expenditure ; allow- 
ing for prices, 1082, and national 
income, 1083, on debt services, 
1104; extraordinary budget in, 
972 ; floating debt, increase in, 
927 ; income tax in, 470-71 ; 
indemnities received by, 837 ; 
inheritance tax in, 581 ; internal 
loans and their effects, 926 ; land 
tax in, 425 ; local taxation, 
statistics, 754-55 ; percentage 
revenue of direct taxation in, 295 ; 
railways, fiscal result of, 723 ; 
separate budget for, 729-30; table 
VOL. II 


showing budget deficits and public 
debt, 926; taxation: and national 
income, 1094-95, before and after 
the War, 1090, direct and indirect, 
1097, jjer capita, 1091, p)er capita, 
allowing for prices, 1092 
Jefferson, cited, 908 ; on repayment of 
debt, 828 ; veto power and, 1013 
Jefferson, Thomas, cited, 715 
Jevons, contribution to public finance, 
37 

Jeze, contribution to public finance, 
35 ; on classification of debts, 
757-58 ; on Prench budget, 953 
Joanna, daughter of Richard le 
Tailleur, 946 
John, the mason, 945 
Johnson, President, veto power and, 
1013 

Johnson, Dr., on excise, 659 
Joint-stock banks, 1053 
Jones, Richard, on Ricardian theoiy, 
344 

Judicial control, 1016; in Prance, 
1041-42 

Justi, Von, contribution to public 
finance, 18 ; on expenditure, 96 ; 
on the percentage relation of 
jiublic expenditure and national 
income, 190 

Kameral wissenschaf t, 1 8 
Kautilya, 3, 13 

Kemmercr, on the advantage of the 
federal reserve system in the 
United States of America, 1053 
Keynes, on capacity to pay, 846 
King, arriving at national income by, 
700 

Kitchener, Lord, cited, 1049 
Knowledge, tax on, 659 
Kulisher, contribution to public fin- 
ance, 40 

Labour party on capital levy, 865 
Land custom duties, earlier in origin, 
620 

Land revenue, vdiether rent or land, 
407 ; in India, 1086-87 
Land tax, basis of, 390, 432-34 ; 
characteristics of, 388 ; compared 
with income tax, 399 ; in China, 
422-25, defects of, 424-25 ; in 
France, 404-6 ; in Great Britain, 
397-400, 1084, 1097, schedules A 
and B of income tax as, 399 ; in 
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India, during Moghul period, 409, 
future of settlement regarding, 
420-21 , Joint Parliamentary Com- 
mittee and, 420, per capita land 
revenue, 418, percentage to total 
agricultural produce, 408, rates of 
assessment, 411, 415-16, reforms 
and, 420-21, table showing rates 
of assessment per acre and with 
regard to temporary and per- 
manent settlement in various 
provinces, 417, temporary settle- 
ment of, 411-13; in Italy, 406; 
in Japan, 425-27 ; in other 
countries, 407, 1097 ; m Pv.nme, 
384-85 , in the Dominions : 
Australia, 400-402, Canada, 403, 
New Zealand, 402-3, mortgages of, 
402, Union of South Africa, 403-4; 
in the United States of America, 
427-32 ; local taxation and, 758- 
759 ; main lessons of, in Great 
Britain and the Dominions, 404; 
method of levymg the tax, 389 ; 
on unimproved value of, 401, 403 
Land values, taxation of, 390 ; reasons 
for the increase in, 391 
Land value duties, 1084 
Latvia, area, population, etc., 1071 ; 
debt, 1098 ; State-owned central 
bank in, 1056 

Lausanne agreement, 832, 835, 842 
Law, Sir Edward F. G., on customs, 
643 

Law and justice, expenditure on, in 
India, 1076-77 

Law' and order, as primary function of 
State, 99-100; expenditure on, in 
India, 1076-77 

Layton, Sir W. T., on data regarding 
distribution of national debt, 104, 
816 ; on national mcome, 238 
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revenue by, 207 ; control of, m 
regard to inter- State borrowing, 
824 ; question of double taxation 
and, 324-26 

Leake, P. D., cited, 333 note 
Least aggregate sacrifice, as theory in 
the distribution of the burden of 
taxation, 307-9 ; factors under- 
lying, 308 ; incomes and, 308 
Legacy duty, 525 ; as one of the main 
sources of death duties in Great 
Britain, 556; exemptions of, 563; 
ratio, 562 
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to veto budget in, 1014 
Legislative budget, 956 
Legislative control, 939, 1042-45 
Legislative council, 992-95, refusal to 
veto budget, 1014 ; rulings on 
non- VO table items by, 1004-5 
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powers of, m U.S.A., 998-1000 
Leroy-Beaulieu, arbitrariness of pro- 
gressive taxation, 314 note ; 
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centage figure for the service of 
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and indirect tax, 209 ; on com- 
mercial and industrial activities 
of State, 715; on management of 
local finance, 292 ; on progressive 
taxation, 310 ; on property tax, 
742 

Leslie, Cliffe, cited, 344 
Levy, Capital. See Capital levy 
Lincoln, President, veto power and, 
1013 

Lindahl, contribution to public fin- 
ance, 40 

List, Friedrich, cited, 58 ; on pro- 
tective duties, 624 

Loan, treatment of, as revenue, 201, 
204 
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tralia, 153, 267, 293, 931, 932 
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amount of, 792 ; forced. 777, 788, 
802-3 ; foreign, 771, 811 ; justi- 
fications of, 792 ; lottery, 778-79, 
800-801, 885 ; methods of, and 
principles of floating, 798-803 ; 
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of, 792-93 ; repayment of, 794 ; 
shifting of the burden of, 793 : 
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1078-79 ; general principles m 
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row by, 173-77 ; growth of 
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879 ; property tax as source of 
1 revenue to, 736-38 ; services ad- 
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1088 

Local debt, increase of, due to exten- 
sive administrative functions, 
780, 878 ; limitations to, 879 , 
methods of raising, 878 

Local finance, control over, 764-65 ; 
executive in, 763-64, necessity of, 
765-66 ; jurisdictions in, 766 

Local loans, methods of raising, 878 ; 
methods of repayment, 879 

Local rates, statistics showing, 749 

Local taxation, 1096 ; differences in, 
in various countries, 758 ; growth 
of, 262, 732 ; m France, 753-54 ; 
m Germany, 750-52 ; in Great 
Britain, 745-50 ; in Jajian, 754- 
755 ; statistics showing, 749, 752, 
753-55 ; statistics showing the 
importance of, 733 ; variations of, 
from locality to locality, 660-61 

London money market, compared 
with New York money market., 
1053-54 

Lotteries, monopoly of, 667 ; taxation, 
681 

Lottery loans, 778-79, 800-801 ; his- 
tory of, 885 

Lotz, contribution to public finance, 
34 

Lutz, contribution to public finance, 
30 

Luxury taxes, 614-15 ; demand and, 
615 

Lyndraper, Greyu le, cited, 945 

McCulloch, J. R., cited, 309 ; con- 
tribution to public finance, 29-30; 
estimate of public debt in 1847 
(Great Britain), 800 ; justifica- 
tions of loan for national security, 
165 ; on capital levy, 868 ; on 
principle of proportionate sacri- 
fice, 217 ; on incidence of customs 
duties, 359 ; on sinking fund, 
855, 876 ; on taxation of rent, 
366 ; on taxation of wages, 341 

MacDonald, Dr. A. F., on federal sub- 
sidies for education, 112 
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Great Britain, 251 
McKenna duties, abolition of, 632 
McKinley, President, veto povur and, 
1013 

McKinley tariff in U.S.A., 646 
Madison, President, cited, 908 ; veto 
power and, 1013 

Madox, contribution to public finance, 
23 

Madras, tax on toddy m, 663 ; thirty 
years term of land revenue settle- 
ment in, 413 
Madura, hoards in, 783 
Maecenas, cited, 784 
Magna Charta, ancient and equitable 
duties and the old customs, 397, 
621 ; restrictions on land tax, 
397 ; taxation and, 977 
Mallet, Sir Bernard, enc|uiry by, 692 
Malthus, cited, 344 
Mansfield, Lord, diffusion theory of 
taxation, 336, 345 
Marginal tenth, 218 
Mann, Marcel, contribution to public 
finance, 916 

Marin, M. Louis, on repayment of 
debt, 825 

Marshall, estimate of economic wealth 
of a nation from the aggregate 
national income multiplied by the 
average income, 249 ; on equit- 
able taxation, 303 ; on graduated 
sharing of the burden, 218 ; on 
incidence of a. tax on international 
trade, 360 ; on inheritance tax, 
objections to, 536 ; on Ricardo’s 
reasonings on profits, 343 ; on 
taxation of rent, 367 ; on the 
function of analysis and deduc- 
tions in economics, 9-10 
Martin, Mr., a subscriber to a tontine, 
775 

Maryland, budgetary procedure in, 956 
Marx, cited, 332 
Mase-Dari, cited, 302 
Massachusetts, budgetary procedure 
in, 956 

Massie, contribution to public finance, 
23 

May, on supplementary estimates, 970 
May Committee (Great Britain), 1043 ; 
on expenditure chargeable to 
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capital, ITS ; terms of reference, 
59 

May, Sir Erskme, on land revenue of 
Great Britain at the end of 
William’s reign, 713 ; on veto, 
1014 

Mazarin, Cardinal, on octroi, 671 
Mazzola, cited, 302 ; contribution to 
public finance, 36 

Meat, tax on, source of local taxation, 
763 

Medical and sanitation, expenditure 
on, in India, 1076-77 
Meisel, contribution to public finance, 
34 

Mellon, on debt, 778 ; on internal 
borrowmg, 813 ; on sound tax 
policy, 222-23 

Member banks, central banks and, 
1060 

Menger, contribution to public finance, 
37 

Meston, Lord, on the re^dsion of land 
revenue settlement in India, 
421 

Mexico, national railways in, 724, 726- 
727 

Micum, 838 

Middle classes and bank credits, 
786 

Military budget in Germany, 1004 
Military expenditure (defence, India), 
1076-77 ; receipts from, 1086-87 
Military war tax, 918 
Mill, essay on Coleridge, 10 ; con- 
tribution to public finance, 27 
Mill, John Stuart, on abatements, 488 ; 
on benefit of state expenditure, 
57 ; on capital levy, 868 ; on 
classification of public expendi- 
ture as necessary and optional, 
88 ; on customs duties, 624 ; on 
death duties, 386 ; on direct and 
indirect tax, 208 ; on equal sacri- 
fice theory, 306 ; on graduation, 
484 ; on methods of taxation, 
217 ; on priaciples underlying 
State expenditure, 156 ; on pro- 
gressive taxation, 310 ; on public 
value of land, 392 ; on rent and 
wages, 344-45 ; on stamp duty, 
676 ; on taxation of : future un- 
earned increment, 332, of inter- 
national trade, 359-60, of surplus, 
591, of wages, 380-81 
Mineral rights, duty on, 399-400 
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Mines, public property, 715-16 
Minimum consumption, definition of 
229 

Minimum sacrifice, as a doctrine of 
taxation, 307-9 

Minimum standard, definition of 
292 

Minimum subsistence, meaning of 
229 

Minister of Binance, his part m the 
preparation of budget, 949-55 
Mint, expenditure on, 1076-77 ; re- 
venue from, 1086-87 
Mirabeau, the elder, contribution to 
public finance, 22, 23 ; on land 
tax, 331 ; on voting, 1004 
Miscellaneous, expenditure in India, 
1076-77 

Mississippi, repudiation in, 788, 862 
note 

Mobility of capital and labour, as a 
condition in the shifting of a tax 
on commodities, 351 
Moll, contribution to public finance, 34 
Mollien, cited, 917 

Molhen, le bon, appreciation of Wealth 
of Nations^ 25 

Money biUs, definition and scope of, 
991; initiation of, 990, 1101-4; 
provincial governments of India 
and, 992-93 

Money income, as basis of assessment, 
481 

Money market, London and New York, 
compared, 1053-54 

Monopolies, incidence of a tax on, 354- 
357 , revenue from, 1097 
Monopolists, distinguished from pro- 
ducer, 354 ; kinds of, 355 ; 
manipulate the output so as to 
yield the highest revenue, 354 
Monopoly gains, tax on, 312 ; in- 
cidence of taxes on, 354-57 
Monopoly State, 667, 717 
Monroe, President, veto power and, 
1013 

Montchretien, on capital levy, 873 
Montesquieu, contribution to public 
finance, 15, 20 ; cost of defence, 
96 ; on progressive taxation, 
310 ; on progressive taxation m 
ancient Athens, 217 
Montgomery, on income tax procedure, 
496 

Moratorium, Hoover, obj-ect of, 831- 
832, 835, 847 
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Moreau de Beaumont, Adam Smith’s 
indebtedness to, did 
Morellet, contribution to public fin- 
ance, 23 

Morrill tarift' of 1861 m U.S.A., 646 
Mortgages, land tax and, in New 
Zealand, 402 

Motor vehicles, taxation of, 588, 1084 ; 
as source of local revenue, 
738 

Mucklebackit, Maggie, cited, 230 
Munitions levy, 600-602 
Munro, Sir Thomas, cited, 411 

Napoleon, Bank of France and, 1029, 
1041, 1042 ; on indemnities, 836, 
995 , public debt of France under, 
917 

Napoleon III, public debt of France 
under, 917 

Natal, succession duty in, 566 
National Bank. See Central bank 
National debt, compared with indi- 
vidual’s debt, 787. See under 
Public Debt 

National debt and taxation, com- 
mittee on. See under Committee 
on National debt and taxation 
National guard, 281 
National income, and government 
expenditure, 1083 ; and taxation, 
1094-95 ; percentage of ordinary 
expenditure in diflerent countries 
to, 190-93 ; relation of, to public 
expenditure, 190 

National Tax Association, 431, 548, 
595, 598 

Nationalisation of banks, dangers in, 
1057 note 

Natural liberty, function of the 
sovereign according to the system 
of, 54 

Navy bills, 884 

Nebenius, contribution to public fin- 
ance, 32 

Nebraska, executive budget in, 957 
Necessities, avoidance of tax on, 310 ; 

incidence of tax on, 353 
Necker, contribution to public finance, 
23, 916 

Negative abatements, 488 
Netherlands (Holland), 824 ; abolition 
of local income tax in, 262 ; area, 
population, etc., 1071 ; debt : 
analysis of, 1102, growth of, 1098, 
ratio to revenue, 1103 ; expendi- 


ture on debt services, 1104; in- 
heritance taxation in, 523, 581 ; 
octroi in, 671-72 ; sovereign’s 
fund m, 200 

Neumann, contribution to public fin- 
ance, 34 

Nevada, absence of inheritance tax in, 
522 

New Mexico, executive budget in, 
957 

New South Wales, betting tax in, 682 ; 
death duty in, 564 

New Yorlc, money niaiBet, compared 
with London money market, 
1053-54 

New Zealand : central bank in, 1051 ; 
charitable relief m, 124; cost of 
War, 1 106 ; death duties in, 565-66 ; 
debt: analysis of, 1102. growth 
of, 1098, ratio to revenue, 1103, 
public history of, 930-33 ; excess 
profits tax in, 602 ; excise duty 
in, 660 ; expenditure on debt 
services, 1 104 ; income tax in, 
460-61 ; land tax m, general 
features of, 401 ; mortgage and, 
40 L ; railways m, fiscal results of, 
723 ; tariff system in, 639-40 

Nicholson, contribution to public 
finance, 30 , on classification of 
public expenditure, 86-87 ; on 
common benefit and some special 
benefit in all kinds of public 
exx:)end]ture, 86 ; on ideal of 
public expenditure, 78 

Nitti, contribution to public finance, 
36 

Non-agricultural inconio : method of 
calculating, 242, 246 ; Mr. Dada- 
bhoy Naoroji’s estimate of, in 
British India, 243 ; criticism, 
244 ; scope of, 245 ; tallies slunc- 
ing, 243-44 

Non-residents, taxation of income and, 
477-80 

Non-tax revenue, as one of the main 
heads in classification, 211 ; 
revenue from, in various countries, 
709-10, 1084, 1086-87 ; scope of, 
708 ; statistics showing the per- 
centage of, to total, 709 

Norman standard, definition of, 292 

Norman, Mr., on difficulties of Inter- 
national Bank of Settlements, 
1066-67 ; on State hitcrferenco 
with central banks, 1056 
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North, stamp duty upon any receipt 
for any legacy or share or resi- 
dence of the personal property of 
a deceased person, 523 
North, Lord, Adam Smith and, 535 
Northcote, Sir Stafford, formation of 
his new sinking fund in 1875, 890 
Norway, area, population, etc., 1071 ; 
debt: analysis of, 1102, growth 
of, 1098, ratio to revenue, 1103 ; 
expenditure on debt services, 
1104 ; succession duty in, 522 
Note issue authority of a central bank, 
1059-60 ; reason why Govern- 
ment is not entrusted with, 1060 

Occasional profits, taxation of, 481, 
536 

Occasional property, taxation of, 542 
Occupier, incidence of building rent 
on, 367-69 

Octroi, as a source of local taxation, 
756-58 ; definition of, 670-71 ; 
disadvantages of, 671 ; early 
history of, 671 ; system of excise, 
670 ; unpopularity of, 672 
Ogilvie, on land values, 332 
Ohio, real and personal taxation in, 
740 

Old age pensions, 123, in various 
countries, 124 ; qualifying age 
for, 132 ; rates of, in Great 
Britain, 132-33, m the U.S.A., 
134 ; whether it should be con- 
tributory or non-contributory, 
131 

Onerous rates, 734 

Open market transactions of a central 
bank, 1059 

Opium, duty on, 662 ; revenue from, 
1086-87 

Ordinary and extraordinary expendi- 
tui’e, 93-94 ; classification of 
public revenue into, 206 ; defini- 
tion of, 187 ; scope of, in various 
countries, 188 

Orissa, Bihar and, thirty years term 
of land revenue settlement in, 
412, 414, 419 

Paine, on the absorption of rent by 
taxation, 332 

Palgrave, on criminal proceeding in 
early times, 945 

Pantaleoni, contribution to public 
finance, 36, 37 


Paper currency reserve, 1030 
Par ea'ercice, account, its closing in 
Prance, 966-67 

Par gestioji, account, its closing in 
Prance, 966-67 

Pareto, contribution to public finance, 
37-38 ; Law of, as test of 
accuracy of income tax returns, 
508 ; objects of, 509 ; should no 
longer be used for tax evasion, 
516-18 ; statistics according to, 
511-15 

Parieu, De, contribution to public 
finance, 35 

Parliament, financial powers of, 950, 
977-78, 1007 ; ruling on voting of 
expenditure, 1006 

Parliamentary control, meaning of 
942 

Parnell, Sir Henry, on methods of 
public expenditure, 1019 note ; 
on overgrowth of expenditure, 
28 ; on scope of expenditure of 
government, 73-74 
Parsimony, contrast to economy, 61 
Partial repudiation. See under Re- 
pudiation 

Paul, Herbert, on civil service, 101 
Paymaster-General, 945 ; duties of, 
1034-35 ; his accounts, 1033-34 ; 
his office, 1033 ; paying agent of 
government, 1033 
Payments due to U.S.A., 1105 
Payne tarifi in U.S.A., 647, 648 
Peddling, tax on, 737, 756 
Peel, Sir Robert, abolition of customs 
duties by, 299, 627, 633 ; income 
tax and, 435, 439, 442-43, 

444 

Pelham, conversion of debt by, 896 
Pennsylvania, budgetary procedure 
in, 956 ; inheritance tax in, as 
early as 1826, 523 

Pensions, old age, m various countries, 
123-24 ; qualifying age for, 132 ; 
rates of, in Great Britain, 132-33, 
in U.S.A., 134 ; whether it 

should be contributory or non- 
contributory, 131 

Pepys, Samuel, on poll tax, 584 ; on 
Sir Stephen Fox, 1019 
Per capita, debt, 1071, 1072-73, 1098, 
1100-1101 ; expenditure, 1071, 
1072-74 ; allowing for prices, 
1082 ; national income, 1071 ; 
revenue, 1071, 1072-74 ; taxa- 
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tion : allowiiig for prices, 1092, 
before and after the War, 1091 
Permanent Settlement, of land re- 
venue, 41 1-13; future solution 
of the problem of, by the intro- 
duction of income tax similar to 
that of Great Britain, 420-21 
Perpetual rentes, borrowing in, 849 
Pershing, General, cited, 829 
Personal tax, distinguished from 
Impersonal, 326, 327 
Petition of Rights, 977 
Petrol tax, statistics showing revenue 
from, in U S.A , 656 
Petty, Lord Henry, a scheme of 
Sinking Fund, 888 

Petty, Sir William, contribution to 
public finance, 8, 15 , on the 
estimate of national income, 238 
Physiocrats, doctrine of taxation, 21 ; 

imiqiie, 21, 331, 332 ; on 
the incidence of a tax, 329 ; 
produit net, 21, 215, 331, 339 
Pierce, President, veto power and, 
1013 

Pierson, cited, 302 ; contribution to 
public finance, 38 

Pigou, A. C , classification of expendi- 
ture into transfer and non-transfer 
expenditure by, 89-90 ; on capital 
levy, 865 ; on double taxation, 
318 ; on equal sacrifice, 218 ; on 
taxation of surplus, 591 ; on 
windfall taxation, 605 
Pitt, assessed taxes, 439 ; income tax, 
435, objections to differentiation 
in, 486 ; increase of stamp duty 
by, 523 ; land tax of, 398 ; on 
customs duties, 632 ; on direct 
consumption taxes, 588 ; on 
evasions of income tax, 505 ; 
sinking fund of, 888, 895 ; struggle 
with Fox, 1014 ; subsidies by, 
829 ; triple assessment of, 439- 
440, 477, graduation in, 484 
Plato, cited, 255 ; on education, 113 ; 
on salt, 663 

Plehn, classification of public expendi- 
ture by, 85 ; contribution to 
public finance, 30 

Poland, area, population, etc., 1071 ; 
capital levy in, 869 ; debt in, 
1098 ; health insurance in, 124 
Police, expenditure on, in India, 1076- 
1077 

Polish levy, result of, 869 


Political debt, expenditure on, in India, 
1076-77 

Political loans, for financial recon- 
struction, 823 ; dangers of, 824 
Polk, President, veto power and, 1013 
Poll taxes, believed to be earlier in 
origin, 388, 582 ; early history of, 
583-84 ; in Assam (India), 587 ; 
in Burma (India), 581 ; in the 
United States of America, 585 ; 
in the Union of South Africa, 
585-86 

Poor rate, 149, 151 

Poor relief, in England, 119; m 
France, 122 ; in Germany, 122 ; 
in India, no system, 123, pro- 
vision against famine relief, 123 ; 
in Japan, 123 ; in New Zealand, 
123 ; in Scotland, 120-21 ; in the 
United States of America, 122 
Population, increase of, as one of the 
causes for the growth of public 
expenditure, 48-49 ; of various 
countries, 1071 

Ports and pilotage, expenditure on, in 
India, 1070-77 ; revenue from, in 
India, 1086-87 

Portugal, cost of war, 1106; debt, 
growth of, 1098, ratio to revenue, 
1103; octroi in, 671-72 
Postlethwaite, James, contribution to 
public finance, 23 

Postlethwayt, Malachy, contribution 
to public finance, 24 
Post Office, collection of revenue by, 
947 ; early history of, 718 ; 
estimates of, 952 ; functions of, 
and principles of charging 
revenue, 719-20; payments by, 
in Great Britain, 721 ; statistics 
showing net revenue from, in 
various countries, 721 ; whether, 
should produce a considerable 
revenue to State or should simply 
pay its way, 720 

Post, and telegraphs, expenditure on, 
in India, 1076-77 ; revenue from, 
in Great Britain, 1084, in India, 
1086-87 

Preferential tariff, 637 
Premium loans, 779 
Premiums, Insurance, income tax and, 
491-92; death duties and, 425 note 
President and the budget inU.S.A., 957 
Presidents and veto power in U.S.A., 
1012-13 
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Presumptive income tax, one of the 
types of income tax, 477 
Price, compared with tax and fees, 
202 ; definition of, 202 
Price, Sir Pichard, contribution to 
public finance, 23 ; his scheme of 
sinking fund in his treatise, 855, 
856, 888 ; on repayment of debts, 
895 

Price-level, capital levy and, 864, 868 ; 
finance by bank credits and, 794- 
798 ; increment duties on land and , 
391, 393-94 

Prices, index numbers of, 804, 1090 
Prideaux, Edmund, postmaster, 718 
Primary expenditure in India, 1076-77 
Principles, a conflict of, 224-25 
Privy Seal, 1031 ; use of, 1032 
Producer, distinguished from mono- 
polist, 354 

Productive and unproductive expendi- 
ture distinguished, 189-90 
Productive debt, burden of, 811-12 
Prodmt 7iet, 21, 215, 331, 339 
Professional earnings, taxation of, 443 
Profits, elements of, 365, 373 ; in- 
cidence of a tax on, 373-77, by 
various writers, 339-44 ; agri- 
cultural : taxation of, in Italy, 
406 ; excess : taxation of, 598- 
605 ; occasional or non-recurring, 
tax on, 481 

Progressive taxation, definition of, 
299 ; future of, 313 ; increasing 
popularity of, 310, 314; objec- 
tions to, by classical economists, 

310 ; relation to nature of income, 

311 ; relation to proportional 
sacrifice theory, 309-10; sup- 
porters among the precursors of 
Adam. Smith, 310 

Property, movable and immovable, 
560 ; administration of a tax on, 
723 ; fixing of rates, 741 ; rates : 
in England, Wales, and Scotland, 
560 ; in Germany, 750 ; taxation 
of, in U.S.A., 739-40 ; history of, 
739-40 

Proportional taxation, characteristics 
of, 309 ; definition of, 294-95 ; 
relation to equal sacrifice and 
classical economists, 309 
Protective duties, contrasted with 
revenue duties, 623 ; demand and, 
623-24 ; general economic con- 
siderations concerning, 623-25 ; 


home industries and, 624 ; prices 
and, 624-25 ; rising and infant 
industries and, 624-25 
Provincial rates, revenue from, m 
India, 1086-87 

Prussia, disappearance of export 
duties in, 621 ; fiscal year in, 965 ; 
indemnity paid by, 836 ; local 
taxation in, 750 ; principles of 
“■ K.A.G.” ill, 752-53 ; property 
tax and rates, 750 ; railways in, 
726, separate budget for railways 
in, 729 ; refusal to vote budget, 
1014 ; seven years’ budget in, 965 
Public Accounts, absence of complete, 
in Great Britain from 1714 to 
1822, 940-42 

Public Accounts, Commissioners of, 
recommendation for one fund, 941 
Public Accounts Committee, 1021 ; 

legislative control by, 1042 
Public Authorities, definition of, 3 
Public credit, a product of modern 
times, 781-84; advantages and 
disadvantages of, 785-87 ; capital 
and, 785-86 ; finance of, by re- 
course to banks, 794, causes for 
the recourse, 795, efi'ects of 
creating, 787, 795, 798, general 
conclusions, 795, inferiority of, to 
taxation, 795, poorer classes and, 
795 ; individual’s expenditure 
and, 795 ; permanent nature of, 
787 ; private and, compared, 
787-88 ; state hoarding replaced 
by, 784 

Public debts : analysis of, of some 
countries, 1102 ; burden of : 
comparison of the actual or 
market value of debts as an index 
of the, 810 ; direct and indirect, 
811-18; factors to be considered 
in the estimate of the, 804 ; 
factors to be considered in com- 
paring the, of various countries, 
807 ; methods of estimating the 
(1) percentage of public debt to 
national wealth (table), 806, (2) 
percentage of debt charges to 
national income (table), 806, (3) 
per capita (table), 807, (4) pro- 
portion of expenditure for the 
debt services in relation to the 
annual budget, 808-9, (table) 
810 ; in Great Britain, 817 ; of 
various countries, 804 ; charac- 
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teristics of, 776-77 ; claysification 
of, 771, 775 ; definition of, 771 ; 
growth of, 779, in various coun- 
tries, 1098, in India, 1072-73, 
1098, 1100-1101; liistory of: m 
Australia, 930-33, in France, 913- 
923, in Germany, 923-25, in Great 
Britain, 882-906, m India, 927-30, 
in Japan, 925-27, in New Zealand, 
930-33, in the United States of 
America, 907-13 , internal, for 
economic' development, 811; 
national wualth and, 818-20 ; of 
India, 1072-73, 1100-1101; of 
twenty -seven countries, 779 ; of 
various countries, 808, 1071 ; 'per 
capita, of India, 1071, 1072-73, 
1098, 1100-1101, of various coun- 
tries, 1071, 1098 ; principles of 
floating, 799-803 ; productiveness 
and unproductiveness of, 811-12 ; 
ratio to revenue, 780, 1103 ; 

repayment of : absence of any 
formula in, 853, advantages and 
effects of, 851-54, early history of, 
in various countries, 849-51, 
methods of : (1) sinking fund, 

854-59, (2) conversion, 859-62, (3) 
repudiation, 852, 862-64, 788, 
(4) capital levy, 864-78 — other 
methods of, 852, taxation and, 
853, usual method of, 852 ; scope 
of, 881-82 ; services on, in terms 
of ordinary expenditure, 1104 ; 
table showing the percentage 
yield of bonds in various coun- 
tries, 809 ; table showing the total 
of, of the United Kingdom in 
1914-1920, and other years, in 
actual figures and reduced to the 
pre-War price-level, 805 

Public domain, basis of public revenue 
in early times, 712 ; gradual 
diminution of, 713 ; revenue 
from, 710, 713-14 

Public enterprises, commercial and 
industrial, 715 ; canals, 721-22 ; 
irrigation, 717-18 ; manufactures, 
716-17 ; mines, 715-16 ; mono- 
polies, 717 ; posts and telegraphs, 
718-21 ; railways, 721-31 ; tram- 
ways, 722 

Public expenditure, canons of, 77-83 ; 
capital, chargeable to, 159-86 ; 
classification of, 84, 88-93 ; dis- 
tribution of, 1078-80, percentage, 


in various countries, 94 ; economic 
development, 143 ; economy and, 
79-80 ; growth of, 93 ; ideal of, 
75 ; national income and, 190 ; 
normal, of a country determined 
by historical conditions or pre- 
vious legislation, 63 ; of different 
countries, 93-94 ; private ex- 
penditure and, compared, 70-72 ; 
scope of, from individualistic 
standpoint, 72-74, from socio- 
political standpoint, 74-76 
Ihiblic health, expenditure on, in 
India, 1076-77 

Public money, custody of, 1028 ; in 
France, 1029 ; m Great Britam, 
1029 ; 111 India, 1028 ; in U.S.A., 
1029 ; payment of, and receipt 
of, 1030 

Public revenue. jSee under Revenue 
Public value of land, taxation of, 390, 
methods of, 392-96 ; effect on 
prices, 391 

Public works, expenditure on, in India, 
1076-77 ; revenue from, in India, 
1086-87 

Pudlicote, Richard do, cited, 945, 
946 

Punjab, twenty years term of land 
revenue settlement in, 413 
Pupin, divisions of, national income 
by, 700 

Purchasing power, 4, 46 ; effect of 
credit creation and, 787, 795 
Pym, introduction of direct taxation 
into England by, 657 
Pyx Chamber and chest, 946 

Quasi-personal taxes, 476 
Quasi-rent, definition of, 377 note ; 

incidence of tax on, 377 
Queen Victoria, on death duty in Great 
Britain, 558-59 

Queensland, death duty in, 564-65 ; 
tax on unimproved land values 
in, 401 

Quesnay, contribution to public fin- 
ance, 22 ; on incidence of tax on 
land, 339 ; on single tax, 331 

Railways, Acworth Committee’s argu- 
ments for and against, in regard 
to State management, 725-26 ; 
capital on, 723 ; expenditure on, 
in India, 1076-77 ; financial re- 
sults of, in difierent countries. 
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723 ; fixing of rates, 727-28 ; in 
Prussia, 726 ; in various coun- 
tries, 726-27 ; Inter-State Com- 
merce Commission on, 728-29 ; 
proportion of world’s mileage of, 
m different countries, 722-23 ; 
revenue from, in India, 1086-87 ; 
separate budget for, 141, 729-31 
Raja Todar Mai, cited, 411 
Ralph. Allen of Rath, cited, 719 
Rates, definition of, 369 ; incidence 
of, in regard to taxation of site 
value, 370-71 ; on property as a 
source of local revenue, 734, 738- 
742 ; table showing local, 749 
Rau, contribution to public finance, 
32, 205 ; on fees, 203 
Real income, as basis of income tax, 
480 

Real property, estate duty and, 560 
Reappropriations, 809 
Reciprocal tariff, 637 
Reed, David, Senator, on sales tax, 
610 

Refunds, drawbacks of, 1076-77 
Registration duties, 673, 675-76 ; 

revenue from, in India, 1086-87, 
m other countries, 1097 
Regressive tax, definition of, 294, 
313 

Reichsbank, 955 ; German Govern- 
ment and, during the War, 795 
Reichsrat, part played by, in the 
legalisation of the budget, 996-97, 
in the preparation of the budget, 
954-55 

Reichsschuldenverwaltung, adminis- 
tration of national debt by, 955 
Reichstag, part played by, in the 
legalisation of the budget, 997, in 
the preparation of the budget, 955 
Relative taxable capacity, British 
Treasury’s Memorandum on, 231 ; 
definition of, 231 ; examples of, 
228 ; factors to be taken in con- 
structing an index of, 255-56 ; 
method followed in Australia, 
257 ; result in India, 257 ; use 
of income tax alone for, is not 
satisfactory, 255 ; various tests 
of, m Great Britain, 231-32 
Religion, expenditure on, in Great 
Britain, 118 ; in France churches 
separated from State in 1905, 
118; Welsh Church Acts, 1914 
and 1919, 118 


Rent, incidence of a tax on, 365-67 ; 
not a factor affecting price, 364 ; 
tax on : Adam Smith’s theory of, 
340-41, Mill’s theory of, 345, 
Physiocrats’ theory of, 339, 
Ricardo’s theory of, 342 
Rents, building, incidence of tax on, 
367-69 

Rents, true, tax on, 365-66 
Reparations, Agent-General for, 840 ; 
bm'den of, 844-45 ; close con- 
nection of, with War debts, 835 ; 
definition of, 834 ; four points in 
the history of, 844 ; future of the 
transfer problem of, 847-48 ; his- 
tory of, 835-44 ; relationship 
between paying and receiving 
countries, 835 , transfer and, 846- 
847 ; war mdemmties and, 833 
Repudiation of debt, definition of, 844 ; 
distinguished from default, 863 ; 
effects of, 863-64 ; method of 
repaying debt, 852 ; partial, 862- 
863 ; usual forms of, 863 
Reserve Bank of India, 1054 
Reserve Bank of South Africa, 1051 
Reserve Banks, Federal, in U.S.A., 
1052 

Reserve funds, 1010 
Residence, British, in relation to in- 
come tax, 320-21, 330 ; definition 
of, for purposes of taxation, 328 
Responsibility of central authorities 
in giving grants to Units, 290 
Revenue, public, as a main division 
of the study, 4 ; classification of, 
200,205-6,211-12; collection of: 
1023, as at present in Great 
Britain, 1028, early history of, in 
France, 1023, in Great Britain, 
1023-28 ; distribution of central, 
provincial and local, determined 
by historical conditions, 259 ; 
distribution of, in iVustralia, 266- 
267, in Canada, 263-65, in France, 
282-84, in German}^, 275-79, m 
Great Britain, 263, in India, 269- 
274, in Switzerland, 279, in the 
Union of South Africa, 267-69, in 
the United States of America, 
279-82 ; financial assistance to 
Units in Constitutional Acts re- 
garding the distribution of, 288 ; 
general principles and conclusion 
regarding the distribution of, in 
various countries, 284-93 ; in 
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Great Biatain, 1084 ; in India, 
1086-87 ; percentage distribution 
of, in India and Great Britain, 
210 ; ratio of debt to, 1103 
Revenue s^^stem, characteristics of a 
good, 197-99 

Ricardo, David, contribution to public 
finance, 27 ; on capital levy, 
868 , on incidence, 340 ; on 
incidence of a tax on income, 383- 
384, on rent, vages and piofits, 
343-46 ; on meeting war expendi- 
ture out of loans, 789-90 ; on 
repayment of debt, 852 ; on 
taxation of ; budding rent, 367, 
capital, 535-36 note, rent, 364, 
surplus, 591, wages, 380 
Ricca-Salerno, contribution to public 
finance, 36, 302 ; on character- 
istics of good tax system, 213 
Richald, M., on octroi, 757 
Richelieu, on education, 114 
Rignano, cited, 36, 529, 540 ; diller- 
ential rates of, 546 ; scheme of, 
in regard to graduation according 
to time, 545, basis of, 542 ; 
theory of, 547 note ; variations 
of the plan, 550 
Riksbank, 1057 
Riksdag, 1057 
Roads, keeping of, 721-22 
Robinson, on tariff reform, 632 
Rogers, Thorold, on public domain, 
712 ; on Turgot, 214 
Rome, customs in, 620 ; jugcra tax 
111 , 390 ; land tax m, 396-97 ; 
octroi in, 671 ; poll tax in, 583 
Roosevelt, President, veto power and, 
1013 

Reseller, classification of public ex- 
penditure by, 88 ; contribution to 
economic science, 21, 32, 33 ; on 
characteristic's of good tax system, 
213 ; on mines, 716 
RiOthschiid, Lord, on foreign loans, 776 
Rowntree, cited, 692 
Royal assent, 986 note 
Royal Commission, on assessment, 
500 ; on double taxation, 321-24 ; 
on graduation, 484-87 ; on im- 
portance of collection at the 
source, 496 ; on income tax, 446, 
484, 486 

Royal Order, 1031 

Rumania, cost of War, 1106; debt, 
growth of, 1098 


Rusk in, division of books by, 40 
Russia, area, population, etc., 1071 ; 
cost of War, 1106 ; debt, growth 
of, 1098 , repudiation of debt, in, 
862-63 ; State domains in, 713 ; 
State-ov\ned central banlc in, 1056 
Ryotwari system, land revenue under, 
m India, 413 

Sa’ad, Arab Geiiei-al, 784 
Sacrifice, aggregate, disl ribiition of 
taxat ion and, 308 , factors under- 
lying, 308 , incomes and, 308 
Sacrifice, equal, bachelor and married 
man and, 306 , J. S. Mill on, 
306 , quantitative aspect of income 
and, 306 ; windfalls and, 306 
Saci-ifico, proportionate, cliaraoter- 
istics of, 309 ; definition of, 294- 
295 , relation to equal sacrifice 
and classical economists, 309-10 
Safeguards, necessity of, 1015 ; Joint 
Committee on, 1014-15 
Sales tax, characteristics of ; in 
Australia, 619, in Belgium, 618, 
m Canada, 618, m France, 616, 
m Germany, 616 , disposition of 
the proceeds of, in various coun- 
tries, 615-16, importance of, 
260-61 ; objections to, 613-14 ; 
rates and basis of, 612-13 ; scope 
of, m various countries, 606, 611- 
612 , statistics of, in various 
countries, 608-9 , statistics show- 
ing its importance, 607 ; suit- 
ability and productiveness of, 
619 ; system of collecting, by 
affixing stamps, 606-7 
Salt, duty on ; in Groat Britain, 658, in 
India, 064 ; monopoly of, 662, 
668, 670 ; ;/;er cajnta consumption 
of, in India, 664 ; revenue from, 
665, in India, 1086-87 
Salt gabelle, 422, 666 ; mam excise 
tax in China, 668 ; not revenue 
from, 669 

Samuel, A. M., on the ability of 
market, 676-77 

Samuel, Sir hlerbert, investigations by, 
regarding burden of debt., 692 
Sanction, as a canon of expenditure, 
80-82 ; administrative, 1035 ; 
technical, 1035 

Saving and Enterprise, etiocts of death 
duties on, 541-44 

Saving and Spending, theory of, 65 ; 
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an important problem, 66 ; effects 
of, 67 ; public and private com- 
pared, 69 

Say, Horace, cited, 34 
Say, Jean Baptiste, contribution to 
public finance, 35 ; on profits, 
374 ; on progressive taxation, 310 
Say, Leon, contribution to public 
finance, 34 ; on Turgot, 214 
Say, Louis, cited, 34 
Scaccarium, 943 

Schaffle, contribution to public fin- 
ance, 34 ; on meeting all extra- 
ordinary expenditure out of loans, 
159 

Schedules of Income tax, m Great 
Britain, 441-42, 449-54 ; assess- 
ment as per, 490-91 ; A and B 
of, for land tax, 399 
Schaiiz, contribution to xmblic finance, 
34 ; on meeting all extraordinary 
expenditure out of loans, 159 
Schmoller, Gustav, on induction and 
deduction, 9 

Scientific and miscellaneous, expendi- 
ture on, m India, 1076-77 , 
revenue from, in India, 1086-87 
Scotland, education in, 107-8, 115- 
116 ; poor relief in, 124 
Scott, cited, 946 
Scott, Sir Walter, cited, 230 
Sea custom duties, earlier in origin, 620 
Seckendorff, cited, IS 
Secondary expenditure, 1076-77 
Seligman, E. R. A., on certainty m 
taxation, 220 ; on characteristics 
of special assessments, 219 ; on 
classification of public revenue, 
206 ; on difference between per- 
sonal and impersonal taxes, 327 , 
on differentiation in rates, 477 ; 
on diffusion or absorption theory, 
346 ; on distribution of taxation, 
302, 321 ; on divorce between 
theory and practice, 30 ; on im- 
portance of precision in assess- 
ments, 219 ; on meeting war 
expenditure, 790 ; on tax on 
corporations, 482 ; on tax on 
profits, 376 ; on succession duty 
in the United States of America, 
553 ; place of his work m financial 
literature, 30 

Seringapatam, looting at, 783 
Servia, cost of War, 1106; debt, 
growth of, 1098 


Settlement, land, decision of per- 
manent, by the East India Com- 
pany, 412 ; future of, 421 ; 
permanent and temporary, 411 ; 
survey and basis of, 416 ; thuty 
years period regarding, 413 
Shall Jahan, cited, 4io 
Sheriffs, collection of revenue by, 
1024 ; rendering of accounts by, 
944 

Sherwell, cited, 692 
Shifting and incidence of taxation, 
definition of, 336 ; distinguished 
by the Committee on National 
liebt and Taxation, 336-37 
Sliivaji, plunder by, 783 
Shore, Sir John, on settlement, 411 
Short-term debt, 774 
Shultz, contribution to public finance, 
30 

Siam, public debt, 1098 
Sidgv'ick, on direct and indirect taxa- 
tion, 208 , on mheritance tax, 536 
Sinclair, Sir John, contribution to 
public finance, 22, 23, 214 ; on 
public accounts, 940 
Single tax, 330 ; drawbacks of, 332-34 
Sinking fund, 27, 163, 164, 166, 174, 
182, 186, 266, 267, 849, 879; 
attachment of, to loans, 891 ; 
changes effected in, 857-58 ; 
Committee on National Debt and 
Taxation on, 857 ; definition of, 
854 ; early history of, 855 ; 
formation of a new, 856, suspen- 
sion of, 891 ; history of, before 
1716, 885-86; history of, 1717- 
1788, 887 ; object underlying 
Pitt’s, 888 ; old, origin of, 855 ; 
principles in the management of, 
859 ; resolution of the House of 
Commons on, 889 ; results of the 
examination of the British, 892 ; 
Sir Robert Walpole’s, 886 ; Sir 
Strafford Northcote’s new, 890 ; 
suspension of, 856 ; table show- 
ing national debt charges in- 
cluding, 891 

Site value, incidence of tax on, 393 ; 
taxation of, as source of local 
revenue, 739 

Slavery, abolition of, 789 
“ Slice ” system of graduation, 485 
Smith, Adam, as tutor to Duke of 
Buccleuch, 19 ; contribution to 
public finance, 22-23 ; esteem for 
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Qiiesnay, 22 ; on advantages of 
State lianks, 7.11 ; on ability or 
faculty theory, 205 ; on the Bank 
of England, 1051-52 ; on canons 
of expenditure, 77-83, of taxation, 
213-25 ; on capital levy v'ersus 
taxation, 165 ; on capitation 
taxes, 587 , on classification of 
public revenue, 200-201 ; on dis- 
tinction between wages and 
labour, 379-80 ; on East India 
Company, 73 ; on education, 107 ; 
on estate duty, 533 ; on expendi- 
ture on defence, 98 ; on fees, 203 ; 
on functions of tlie State, 54-55 ; 
on hoarding, 781-82 , on import 
duties, 623 ; on incidence of a 
tax on, building rent, 367, capital 
and interest, 372-73, internal 
trade, 358, land, etc., 339-40, 
profits, 374 ; on indirect tax, 
297 ; on investments, 784-85 ; on 
law and order, 99-100 ; on 
mooting war expenditure, 791 ; on 
political economy, 7 ; on ])ropor- 
tional taxation, 309-10 , on rent, 
312 ; on scope of public expendi- 
ture, 71-73; on stamp duties, 
675 ; on State enterprise, 710-11 ; 
on taxation of capital, 535 ; re- 
marks of Physiocratic doctrine, 21 
Smith, Vincent, on hoarding, 783 
Smuggling, 221, 632, 668 
Soap, tax on, 659 

Social services, expenditure on, 106- 
138 ; in India, 1076-77 ; revenue 
from, in India, 1086-87 
Social welfare, 308 

Solon, four classes of citizens in the 
time of, 310 ; principle of gradua- 
tion in the legislation of, -484 
Sonnenfcls, Von, contribution to pub- 
lic finance, 19 

South Africa, Union of, area, jiopula- 
tion, ci'C., 1071 ; cost of War, 
1106 ; customs duties in, 640-41 ; 
death duties in, 566-67 ; debt : 
analysis of, 1102, growth of, 1098, 
ratio to revenue, 1103 ; distribu- 
tion of revenue in, 267-68 ; excise 
in, 661-62 ; expenditure on debt 
services, 1104 ; income taxed by 
normal tax, super tax and divi- 
dend tax, 461 ; land tax in, 403 ; 
poll tax in, 585-86 ; post office, 
revenue from, 721 ; railways in, 


fiscal results of, 723 ; reserve 
bank of, 1051, 1063; separate 
railway budget in, 729 ; sources 
of federal rev'eniic in, 269 ; taxa- 
tion : before and after the War 
1090, direct and indirect, 1097, 
jjer capiia, 1091 

South Australia, tax on unimproved 
land values in, 401 

Spain, area, population, etc., 1071 ; 
debt • analysis of, 1102, growth 
of, 1098, ratio to revenue, 1103 ; 
excise in, 668 ; expenditure on 
debt services, 1106 ; inheritance 
tax in, 581 , octroi in, 671-72 ; 
slate domain in, percentage 
revenne from, 713 

Special assessments compared wdth 
fees, 203, 261 ; Seligman on the 
cliaracteristics of, 203 ; source of 
local revenue, 743 

Spcmfic duty, 299 ; advantages and 
disadvantages of, 627-29 ; com- 
pared with (id valorem duties, 
627, 629 ; definition of, 627 ; 
easy for valuation, 627 ; popu- 
lardy of, 031 
Spence, cited, 332 
Spencer, cited, 55, 56, 332 
Spending, method of, in Great Britain, 
1030-35 ; m India, 1035-36 
Stamp, method of calculation of 
national income b}'', 237-38 ; 

estimates of national income by, 
230, 242, 700 

Stamp duties, collection of turnover 
tax by affixing stamps, 674 ; 
distinguished from taxes, 674 ; 
judicial and non- judicial, 675 ; 
incidence of, 675 ; percentage of, 
to total revenue m various coun- 
tries, 673 ; principles in imposing, 
680 ; revenue from : in Great 
i^ritam, 1084, in India, 1086-87, 
in other countries, 1097 
Stamp, Sir Josiah, analysis of taxes 
by, 213; contribution to public 
finance, 31 ; estimate of the yield 
of capital levy in Great Britain, 
872 ; on absolute taxable cap- 
acity, 229-30 ; on basis of assess- 
ment of income tax, 499 ; on 
collection of tax at the source, 
493 ; on equal sacrifice theory, 
307 ; on question of public debt 
and national w'ealth, 819 ; on 
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reparation payments, 846 ; on 
uses of Pareto Law, 509 ; Report 
on double taxation by, 3dl 
Stanhope, Earl, on conversions, 895; 

on sinking fund, 886 
Star Chamber, 1020 
State borrowing, limits of, 787 ; 

peculiarities of, 787-89 
States, classification of, 775 ; methods 
of control by, m preventing the 
investor from using alternative 
methods of investment, 802 
Stationery and pnntmg, expenditure 
on, in India, 1076-77 ; revenue 
from, in India, 1086-87 
Statistics, relation of, to economics 
and public finance, 7-8 ; use of, 
in incidence of taxes, 350-51 
Stein, Von, contribution to public 
finance, 32 ; on meeting extra- 
ordinary expenditure out of loans, 
159 ; tax as part of cost of pro- 
duction, 347 
Stores, audit of, 1049 
Stourm, Rene, contribution to public 
finance, 35 ; on British budgetary 
system, 996 ; on collection of 
revenue, 1023 ; on French fiscal 
period, 966 

Strachey, Sir John, on Condorcet, 662 
Strachey, Sir Richard, on the distribu- 
tion of revenue in India, 269 
Straits Settlements, estate duty in, 
577 

Strong, Governor, on the formula for 
controlling prices, 1063-64 
Stuart, Cohen-, contribution to public 
finance, 39 ; on distribution of 
the burden of taxation, 302 
Stuart, Sir James, contribution to 
public finance, 16, 17, 20-21 
Sub-accountants, duties of, 1040 
Subsidies, early history of, in Great 
Britain, 829 ; versus War loans, 
828 

. Subventions to local authorities, 147, 
153, 154, 157, 158, 279, 289, 734, 
739 

Succession duty, effect on saving and 
enterprise, 540-45 ; main source 
for death duties in Great Britain, 
556 ; exemptions of, 563 ; rates 
m Great Britain, 562 
Suez Canal shares, 52, 168, 207, 722, 
1084 

Sugar, tax on, 636 


Sukkur Barrage (India), largest irriga- 
tion, 162, 189, 718 

Sully, on the collection of revenue, 
1023 

Summary of the work, 10-12 
Sumner, Lord, on the arrangement of 
projierties so as to pay less taxa- 
tion, 502 

Super tax, graduation by, 465-66, 484 
Superannuation, receipts in aid of, 
1086-87 

Supplementary budgets, 969, advan- 
tages of, 970 ; Gladstone on, 971 
Supplementary estimates, Gladstone 
on, 189, 971 ; legalisation of, 
987 ; May on, 970 

Supply, Committee of, duties of, 981 ; 

powers of, 982 
Surtax, capital and, 538 
Surat, sack of, 783 
Surcharge, in France and India, 520 
Surplus, as a canon of expenditure, 
82-83 ; are profits, 375 ; taxation 
of, 590-91 

Sweden, area, population, etc., 1071 ; 
debt: analysis of, 1102, growth 
of, 1098, ratio to revenue, 1103 ; 
expenditure on debt services, 
1104 ; land tax in, 407 ; State- 
owned central bank in, 1056 ; 
succession duty in, 522 
Switzerland, area, population, etc., 
1071; capital levy in, 871 ; debt: 
growth of, 1098, ratio to revenue, 
1103 ; distribution of revenue in, 
279 ; expenditure on debt ser- 
vices, 1104; inheritance tax m, 
581 ; old-age pension in, 124 ; 
post, telegraph, telephones, re- 
venue from, 721 ; separate rail- 
wa^^s budget in, 729 ; taxation : 
before and after the AVar, 1090, 
'per capita, 1091 

Tacitus, on land tax in Rome, 396 ; 
use of the term “ parsimony ” by, 
61 

Taft, President, veto power and, 1013 
Tailleur, Richard le, 946 
Tallies, as receipts, 884, 943 note ; 
abolition of, 944 

Tangorra, contribution to public 
finance, 36 

Tariff, form of a, 627 ; kinds of, 637 ; 
number of articles in, in Great 
Britain, 632 ; principles of new, 
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in Great Britain, 633 ; reform of, 
in Great Britain, 627, 632 

Tasmania, amusement tax m, 684 ; 
estate duty in, 564 

Taussig, contribution to jmblic finance, 
30 ; on American tax, 430 ; on 
characteristics of a tax, 204 

Tax, absence of qidcL 'pro quo in, 204 ; 
compared with fees, prices, and 
fines, 202-3 ; definition of, 204 ; 
direct and indirect, see the terms ; 
distribution of, theories of, 304 ; 
double, see Double taxation ; 
evasion and, 501, Pareto’s law in 
regard to, 508-18 ; on capital and 
interest, see Capital, taxation of ; 
on commodities, see Commodity 
taxes ; on earned income, see the 
term ; on income, see Income tax ; 
on International trade, see the 
term ; on land, see Land taxation ; 
on monopolies, see the term ; on 
profits, see Profit tax , on quasi- 
rent, see the term ; on rent, wages, 
profits, and interest, see the terms ; 
on unimproved value of land, 6‘ee 
'Under Unimproved value ; on 
wages, see Wages ; personal and 
impersonal, see Personal ; re- 
venue, as a main head under the 
classification of revenue, 211 ; 
shifting and incidence of, see 
Incidence ; single, see Single tax 

Tax finance, versus loan finance, 
various writers on, 789-92; capital 
and, 792 ; justification of, 792 ; 
richer classes and, 792 ; war and, 
792-93 

Taxable capacity, absolute. See 
Absolute taxable capacity 

Taxable capacity, basis of, 234 ; con- 
cept of, 226, real importance in 
the, 233 ; Dawes Committee’s 
index in measuring the, of 
Germany, 230-31 ; measurement 
of : 9(1) the aggregating income 
method, 238-39, in Great Britain, 

239, (2) the census of production 
method, 239-41, (3) per capita 
figures for, limited use, 239-48, 
(4) provincial income and, 257, in 
Australia, 257, statistics showing 
the results of these methods, 239- 

240, 243-44, 246-48, 252, 253, 257, 
258 ; psychology of the people 
and, 235 ; relative, see Relative 


taxable capacitj^ , statistical de- 
termination of, 236 

Taxation, burden of, 284 ; absence of 
proper statistics for, 692 ; am- 
biguous term, 688 ; broad con- 
siderations and conclusions of the, 
702 ; Colwyn Committee on, 
692 ; definition of, 691 ; difficult 
problems in comparing the, 703, 
distribution of direct and indirect 
taxation as an index of the, 698, 
statistics showing the result, 698 ; 
effects of, 689 ; effects and advan- 
tages of the enquiry into the, 
703-5 ; facts from which the idea 
of a, arises, 690 ; no definite per- 
centage can be laid down in re- 
gard to the, 706-7 ; per capita 
taxation as an index of the, 696, 
statistics showing the result in 
various countries, 697 ; per- 
centage of, to national income as 
an index of the, 699, two methods 
in, 700, statistics showing the 
results in various countries, 701 ; 
points to be considered in com- 
paring the, 703 ; statistics show- 
ing selected incomes and the duty 
paid on them, 693-94 ; three 
points of the, 688 

Taxation, canons of: (1) equality, 
215-18, (2) certainty, 218-20, (3) 
convenience, 220-21, (4) economy, 
221-23, (5) other, 223-24 ; capital 
and, 480, 537, a mistaken belief, 

535, classical economists on, 535- 

536, estate duty and, 537-41 ; 
changes in theory and practice of, 
302-4 ; degressive, definition of, 
294 ; differential, 485-88, least 
aggregate sac*rifice and, 308 ; 
direct and indirect, 296, 1097 ; 
distribution of, 294-302 ; double, 
see Double Taxation ; factors 
underlying the increase in, 788 ; 
foreigners and, 316 ; graduated, 
definition of, 294 ; in India, 
1086-87, 1096, before and after the 
War, 1090, burden of taxation 
and national income, 1094-95, 
local, 1088, q)er ca'pita, 1091, per 
capita, allowing for prices, 1092 ; 
local, see Local Taxation ; pro- 
gressional, definition of, 299, 310- 
311 ; proportional, definition of, 
286, classical economists and. 
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308-9 ; property, 560, 73S-4-1, 
750 ; real income and, 480 ; 
severity of, method of calculating 
in Australia, 257 ; single, 330-34 ; 
statistics shoAving the increase in 
A^arious countries, 696 ; theories 
of : (1) ability or faculty, 305-6, 

(2) equality of sacrifice, 306-7, 

(3) minimum or least aggregate 
sacrifice, 307-9; versus loans, 789, 
effects and nature of, 792-93 ; 
Avindfall, 306, 598, 604 

Tellers, 1018, 1032, abolition of, 944 ; 

robbery in the office of, 946 
Temporary settlement, 413-16 
Tennessee, executive budget in, 957 
Terhalle, contribution to public fin- 
ance, 34 

Termmal tax, 757 

Thathameda tax, collection of, in 
Burma, 586 

Theories of just distribution of taxa- 
tion, 304 

Theory, on national income, 703 
Theresa, Maria, subsidies to, 829 
Thunen, Von, on natural or normal 
rate of Avages, 378 

Tobacco, monopol}^ of, 666, 667, 669, 
850 

Token grants, 1010 
Tolls, 671, 722, 758 
Tonti, inventor of tontines, 774 
Tontines, 774 
Totalisator, tax on, 681-84 
Tour, Roussel de la, contribution to 
public finance, 23 

Trade and professions, taxation of, as 
source of local revenue, 738 
TraniAA^ays, revenue from, 722 
Transit duty, 620 
Travelling tax, 670 
Treasuries, abolition of, in U.S.A., 
1052 ; as custodian of public 
money in India, 1028-29 
Treasury, causes for the confusion in 
regard to the functions of Ex- 
chequer and, 947-48 ; definition 
of, 946 ; functions of the, 848 ; 
lords of the, 947, functions of the, 
848 ; part played by the, in the 
preparation of budget, 951-52, in 
the spending, 1031-35 ; powers of 
the, 1040-41 ; tw^ kinds of 
control by, 1041 

Treasury Chest Fund, advantages of, 
1011 ; definition of, 1011 ; simi- 


larity of, to CiAul Contingencies 
Fund, 1011 

Tributes from states, 1086-87 
Tsi, Kuan, creation of salt monopoly 
by, 668 

Tucker, Josiah, contribution to public 
finance, 23 

Tunnage and poundage, 621 
Turgot, Adam Smith on, 214 ; as 
minister, 916 , contribution to 
public finance, 22, 23 ; on octroi, 
332 , on secondary expenditure 
of government, 140 ; on theory 
of amortisation, 337 
Turkey, cost of War, 1106 ; debt, 1098 
TurnoAmr tax, 1097. See Sales tax 
TAvming, contribution to public fin- 
ance, 23 

Tyler, President, veto poAver and, 
1013 

Tyszka, contribution to public finance, 
34 

Umpfenbach, contribution to public 
finance, 34 ; on meeting extra- 
ordinary expenditure out of loans, 
159 

Undertakings, government or public, 
expenditure on, in India, 1076-77, 
revenue from, in India, 1086-87 
Unearned increment, taxation of, 390; 
distinguished from earned incre- 
ment and the terms of various 
countries to, 486, 548 ; four ways 
of taxing, and their adA^antages 
and disadvantages, 392-96 
Unemployment and health insurance : 
distinction betAAmen, and quasi- 
unemployment, 181 ; in U.S.A., 
130 ; increase of, in Great 
Britain, 178-79 ; relief for, in 
Great Britain, 129 

Unfunded debt, definition and scope 
of, 773, 1102 
Unfunded income, 311 
Unimproved value of land, tax on, 
401, 403 

Union of South Africa. See South 
Africa 

United Kingdom. See Great Britain 
United States of America, accounting 
office in, 1021 ; appropriation 
committee in, 1000 ; area, popu- 
lation, etc., 1071 ; Budget and 
Accounting Act, 958-60 ; budget : 
contrast before and after 1921 
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concerning, 960, clifTerence of 
opinion IS solved in conference, 
999, early instory of a financial 
plan, 957, uiitiation of budgetary 
procedure first by States, 955-56, 
legalisation of, 998- 1001, legislative 
and executive, in tlio States, 956, 
powers of the Chambers regard- 
ing, 1009, publications connected 
with, 975-76, SIX steps in the 
preparation of, 960 , corporation 
tax in, 597-98 ; cost of War, 1 106 ; 
customs duty in, 646-48 ; debt : 
analysis of, llOii, composition of, 
in 19o4, 911, growth of, 1098, 
history of, 907-13, ratio to 
revenue, 1103, table showing, 
909 ; '' deficiency bills ” in, 965 ; 
distribution of revenues in, 280- 
282 ; excess profits tax in, 603- 
604 ; expenditure : and national 
income, 1083, allowing for prices, 
1082, on debt services, 1104 ; 
extensive programmes of public 
works in, 180-81 ; federal reserve 
bank, 1052 ; Board of the Gov- 
ernors of, 1052; general property 
tax in, 428-29, as source of 
local revenue aiiid its administra- 
tion, 738-42, criticism of, 53-54, 
National Tax Association on, 431- 
432, importance of local taxation 
in, 743-44 ; income tax : Bederal, 
468, history of, 467, rates and 
exemptions in, 467-68, states, 
469-70 ; inheritance tax in, 577- 
579 ; land tax m, 427 note ; loan 
policy of : m 1917-18, (1 ) floating 
of four Liberty Loans, 911-12, 
(2) use of bank credit, 912, (3) use 
of terminable annuities, 913, (4) 
establishment of a sinking fund, 
913; octroi in, 671; payments 
due to, 1 105 ; percentage revenue 
of direct taxation in, 295 ; poll 
tax in, 585 ; protective tarilf in, 
646-48 ; railways in, fiscal results 
of, 723 ; sources of revenue for 
Federal, State and Local authori- 
ties, 280-82 ; statistics showing 
revenue from gasolene and petrol 
taxation in, 656 ; taxation ; and 
national income, 1095, before and 
after the War, 1090, direct and 
indirect, 1097, prr ewpifa, 1091, 
per capita, allowiing for prices. 


1092 ; treasury system in keeping 
public money in, 1021, abolition 
of, by the Federal Reserve Bank 
Act of 1913, 1052 ; unemploy- 
ment relief in, 130 , veto pow'er 
in, 1012-13 ; views on capital 
levy, 876; wealth, 1107 

Unproductive debt, burden of, 811, 
814 ; disadvantages of external, 
812-13 ; elfects of internal, 813 ; 
results of internal and external, 
812 ; transfer problem and the 
internal, 815 

Lhiproductive expenditure, dis- 
tinguished from productive ex- 
penditure, 189-90 

Usher, one of the officers in ancient 
times in Great Britain, 1018 

Utah, executive budget in, 957 

Uztariz, contribution to public finance, 
23 

Value, public, of land, tax on, 390 

Value, unimproved, of land, tax on, 
401 

Vansittart, Mr., conversion by, 896 ; 
modification of Idtt’s sinking 
fund by, 888 

Vauban, contribution to public fin- 
ance, 16-17 ; on poor peasants, 
192 

Venice, sovereign’s fund m, 200 

Veremont, executive budget in, 959 

Veto power, m various countries, 1012- 
1013 

Victoria, betting tax in, 682 ; death 
duties m, 565 

Victoria, Queen, on estate duty, 558- 
559 

Vockc, contribution to public finance, 

34 

V uitry, contribution to public finance, 

35 

Wages, taxation of, 377 ; as measure 
of capacity to pay poll tax in 
Henry VHFf.’s time, 584; his- 
torical truth of the theory of, 378 ; 
incidence of, 339, 381-83 ; iron 
law of, 378 ; various writers on, 
339-45 

Wagner, contribution to public fin- 
ance, 32 ; on fees, 202 ; on good 
taxes, 213 ; on increase of value 
of laml, 391 ; on meeting extra- 
ordinary expenditure by loans. 
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159 ; on system of local taxation 
in Great Britain, 750 
Wakefield, on sale of land in new 
countries, 714 

Walker, on Smitliian canons, 213 note ; 
on the expression “ under the 
protection of the state,” 216 
Walpole, Sir Kobert, conversion of 
debt by, 896 ; on excise, 658-59 ; 
on tariff, 632 ,* sinking fund, 886, 
895, 896 ; subsidy by, 829 
Walras, contribution to public finance, 
37 

War, constitutional changes after the, 
975 ; cost of, 1106 ; effects of, 5, 
on America, 826 ; expenditure 
for the preparation of, 96 ; fin- 
ancing of : 165-66, peculiarities 
of (1) large amount of foreign 
loans, 903, (2) consols gave w^ay 
to V' ar loans (table), 902-3, (3) con- 
tinuous borrowing, 905, (4) system 
of tax compounding, 905, (5) 
floating of debt was high, 905-6 ; 
net cost of, 779 note ; revenue 
expenditure for, 160 
War debts, 777-78 ; causes for, 821 ; 
comparative increase in the 
amount, 881 ; difference betw^een 
commercial and, 824 ; economical 
and financial consequences of, 
825-28 ; effects on trade and 
prices, 821 ; efiects of fall m 
prices on, 826 ; table showing, of 
various countries, 822 ; unpro- 
ductiveness of, 821 

War indemnities and reparations, 834 
War loans, beginning of, in the Great 
WAr, 830 ; versus subsidies, 828 
War profits tax, 598, 918 
War-time finance, table showing, 901- 
902 

War-time tax, 1097 
War wealth, levy on, 875 
Warehouse, 658, 661 
Washington, George, association of, 
with the Great Republic, 715; 
on payment of debt, 828 ; veto 
power and, 1013 

Ways and Means Committee, 981 ; 
functions of, 984 


Wealth, classification of, according 
to origin, 325 ; estimates of, 807 ; 
of various countries, 1107 ; pro- 
duction of, 544 
Weimar constitution, 955 
Wellesley, Governor of India, on fin- 
ance ministers, 950 
Wellington, maxim of high interest, 
755 

Westland, Sir James, introduction of 
Excise Duty Bill by, 664 ; re- 
imposition of duties by, 642 
Wholesale prices, index numbers of, 
1090 

Wicksell, contribution to public fin- 
ance, 40 

William, the porter, 945 
Wilson, President, veto power and, 
1013 

Wilson, Right Honourable James, 
cited, 950 ; mcrease of duties by, 
642 ; introduction of income tax 
in India in 1860 by, 462 ; on 
finance, 8 

Wilson law m U.S.A., 647 
Windfall, 306, 598 ; elastic source of 
revenue, 604 

Window tax, 282, 588 note, 590, 591 
Wisconsin, budgetary procedure in, 
956 

Works, public, a policy of controlled, 
and its pros and cons, 183-84; 
Gladstonian theory of, 171 ; 
grow^th of, by local authorities, 
172 ; nature and scope of, 168- 
170 

Yanzhul, contribution to public fin- 
ance, 40 

Young, Arthur, on motives of in- 
dustry, 119 

Young industry, protective duties and, 
624 

Young loans, 810-11 ; services of, 
843-44 

Young plan, 831, 835, 838, 846, 847, 
1065 ; weak points of, 841 ; 
works done by, 841-42 

Zemindari settlement in regard to 
land in India, 413-14 


THE END 

P-finted i?L Great Britain hy R. & R.-Ccakk, LiainED, Edinhurgk, 
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